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The Point Four Program will not be aimed at restoring previously 
viable economies but at basic improvements in economic well-being 
of the people of underdeveloped areas through an expansion of 
capital and the improvement in the use of technical knowledge. 
The objective of the Point Four Program will be derelopment 
rather than balance-of-payments assistance. (Department of State: 
Point Four, p. 19.) 


THE ISSUES INVOLVED 


Although the US policy for advancement of underdeveloped areas 
is distinct from the Marshall Plan for economic stability in the world, it 
is definitely intended to develop Europe’s ability to meet its balance of 
payments difficulties. Development in these areas also assumes a pata- 
mount strategical importance in light of the world-wide struggle against 
Communism and Soviet Russia. But there must be a recognition of the fact 
that the main concern is not with the Balance of Power as such, but 
primarily with the social, economic, and political foundations upon which 
power is built. 

However, one wonders whether industrial and related economic growth 
will not really subject the world to the greater instability exhibited by the 
past history of industrialism in Europe and America. Also, will not the 
resulting social and political revolution introduce an additional element 
of uncertainty? It then appears that the crucial problem facing US policy- 
makers is to foster conditions which will allow a solution to be found to 
the new problems raised by this social and economic revolution. 

The regions of social, political, or technological backwardness discussed 
in the following pages are usually found in Africa and Asia, but are also 
found in the Middle East, Latin America, and Eastern Europe. Some of 
them have a long and proud history, with a high degree of culture — in 
some instances more refined than that of Europe — and have always re- 
sented European domination. Historically, these regions have been the 
objects of exploitation and political manipulation by Europe. They became 
either outright colonies or economic and political appendages of some Eur- 
opean nation. But a rising industrialization and nationalism, intensified 
by imperialism, could not leave the existing colonial status unaltered. The 
native populations of these areas, brought into contact with Europe’s civili- 
zation, were educated to want those things Europeans had, things which 
seemed to constitute European “‘superiority’: above all, a high standard of 
living. 

The statistics given below reveal something of the size of the problem 
faced in attaining this higher standard of living. The countries in the 
lowest income group — which comprise virtually all the “undeveloped” 
areas of the globe — make up 2/3 of the world’s population. The daily 
caloric intake in these countries is consistently close to the starvation level 
— about 2000, as compared to 3244 in the US. Economic, and particu- 
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larly industrial, development requires a minimum standard of education, 
yet in 1939 91% of India’s people were illiterate. The corresponding 
figure for the US was 5%. From the second table, on post war foreign 
investments, it is evident that less than half the commitments have gone 
to underdeveloped areas; most of the $32 billions of public funds shown 
in this table originated in North America. 

In the following pages we have chosen to discuss some of the basic 
issues involved in the advancement of underdeveloped areas. Of primary 
importance is the question: Can assistance be extended to the underdeveloped 
areas by the industrialized states without exploitation or overt imperialistic 
control resulting? Secondly, assuming that achievement of at least a cer- 
tain degree of industrialization is desirable, what social problems face 
these countries as they industrialize? The amount of foreign investment 
forthcoming, the means by which it will be put to productive use, and the 
degree to which it can be supplemented by domestic capital constitute the 
third aspect of this analysis. Next we have considered the probable pat- 
tern of trade that will result from development, and, as a related issue, its 
possible benefits. The final article treats the probable effects of economic 
development upon population and the necessity of maintaining a balance 
between population growth and this development. 


Our analysis of the problems of imperialism, investment, social change, 
population pressure, and world trade dealt with in the following pages 
will be meaningless if assistance programs are not carried out in harmony 
with the overall objectives of all parties concerned. The UN plan for “Tech- 
nical Assistance and Economic Development” should be the corner-stone 
of any such project. If the necessary degree of confidence, cooperation, and 
control is to be achieved, a wide multilateral approach, such as the UN 
plan provides, is vitally necessary. However, a large part of technical 
assistance and practically all of the external investment come from the 
US. Congressional bills now under consideration indicate that, as Presi- 
dent Truman said in his inaugural address: “This should be a cooperative 
enterprise in which all nations work together through the UN and its spe- 
cialized agencies wherever practicable.” The real test will be the extent 
to which “cooperative enterprise” becomes a reality, that is: the extent to 
which the US will put to useful purpose its tremendous technical and 
democratic capacities, and the extent to which American capital will ven- 
ture abroad with a recognition of the vast objectives of the project, and 
peculiar sensitivities of the peoples to any form of foreign interference. 
But then, as-the Department of State publication, Point Four, so aptly rea- 
sons, “. . . real achievement must depend fundamentally upon the will and 
determination of the people and the government involved.” Also, the 
colonial powers, of which the US is one, must recognize the right of 
these peoples to work out their own destinies as they think best. 


THE EDITORS. 
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, 1 Point Four, Department of State publication 3719, Jan. 1950, pp. 113-20. 
ll and 2 Statistisk Aarbog, Copenhagen, 1947, pp. 255-60. 
, the a) Source: Per Capita National Income, Foreign Assets and Liabilities of the 
ht of United States and Its Balance of International Transactions. A report to the Senate 


Committee on Finance by the National Advisory Council on International Monetary 
and Financial Problems, Dec. 18, 1947. 


y b) Source: P. A. Baran, “National Income and Product of the USSR, 1940,” 
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ROUGH ESTIMATE OF TOTAL POST-WAR INTERNATIONAL 
AND COLONIAL COMMITMENTS FOR PUBLIC FUNDS, AND OF 
FLOW OF INTERNATIONAL PRIVATE CAPITAL! 
(In thousand millions of US dollars) 


Item Total » Underdev. 


countries 
SS Le Ce ee ee ey ee 32.0 11.7 
Public funds from western Europe for colonial 
GevelGpment osc cc cesses esccnees 1.8 1.8 
Private international investment, from US and 
Saves nye 0h t¥.0e.« hemes 65 1.8 1.5 
Private international investment, from western 
| MPTTET ETE CTE 0.8 0.6 


SS EE ee ee eee Ne 36.4 15.6 


Covers the period July 1945 to December 1948, inclusive. Loans of the Inter- 
national Bank for Reconstruction and Development are included through March 1949, 
and commitments of the Economic Cooperation Administration through June 1949. 

* About three-quarters of all post-war international funds originated in North 
America. 

1 Methods of Financing Economic Developments in Under-Deve'oped Areas, 
United Nations Publication. Sales no.: 1949. II. B. 4. p. 64. 


Review of Economic Statistics, November 1947. This applies to enlarged area after 
the annexations in 1939 and 1940. 

c) 1937 figures. 

d) China proper, Outer Mongolia, and Tibet. 

e) Java alone, 361.0 per sq. kilometer. 

f) Source: Energy Resources of the World, Department of State publica- 
tion 3428. 

g) 1936 data. 

h) Excluding Manchuria and Jehol. 

i) Census of 1939 relating to persons age 9 or over. 

j) As of 1940: population age 5 and over. 

k) Source: The State of Food and Agriculture, FAO, September 1948, pp. 
106-7. Average for years 1934-38. 
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IMPERIALISM AND ECONOMIC DEVELOPMENT IN ASIA 
By Ernst B. Haas 


Can assistance be extended to the underdeveloped coun- 
tries without exploitation or imperialism resulting? 


Support for the economic development of Asian countries, the colonial 
powers like to argue, is the very opposite of old fashioned imperialism. 
The Russians, on the contrary, obstinately maintain that what passes for 
western-aided economic development is merely a newer and more subtle 
form of the imperialism described by Lenin. In order to discover the true 
relation between imperialism and development projects in which non-Asian 
powers are to participate, first an attempt at definition has to be made. 

Unlike the Marxist definition, the concept of imperialism used in this 
analysis will extend beyond economic motivations and economic methods 
of control. For imperialism exists whenever one state exercises any aspect 
of its power so as to control and direct the overall development or conduct 
of another state, for whatever motive and by whatever methods. The rea- 
sons for such control may be found in dynastic or bureaucratic motives, in 
military considerations, in cultural, religious or economic pressures. Imperial- 
istic control may work by means of annexation, the establishment of pro- 
tectorates, or merely by economic penetration and foreign control over key 
areas of state life — foreign affairs, defense, central banking, economic 
planning, or taxation. It need not be assumed that foreign control must 
necessarily result in the exploitation of the victimized state; however, it 
must be understood that benefits to the victimized state are incidental since 
the imperialist state is assumed to act strictly in terms of its own interests. 
To establish such an imperialistic pattern, three factors are required: (1) 
the power to impose the necessary control, (2) the existence of a definable 
motive for the imposition of that control and (3) the persistence of the 
control pattern for a sufficiently long period to distinguish imperialism 
from mere ad hoc intervention in the affairs of a weaker state. 


The Pattern of Pre-War Imperialism 


It is apparent that the type of foreign domination over Asia which still 
flourished in 1920 is well within the meaning of imperialism, however 
defined. It is also apparent that the primary motivation for continued im- 
perialist control was predominantly economic. As far as the colonial powers 








ErNst B. HAAs, former student of the School of International Affairs, is at 
present a Ph.D. candidate in the Department of Public Law and Government at 
Columbia University. He is the author of ‘“‘The United States of Europe,” which 
appeared in the December, 1948 issue of the Political Science Quarterly. 
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of 1920 are concerned, we may expect that whatever vestige of imperial 
control they retained after 1945 is still to be explained in terms of the 
desire for economic gain. Whether this same economic motive can be ap- 
plied to the United States policy which is developing at present, however, 
is quite another question. 

The type of economically motivated imperial control which persisted 
from 1920 until 1945 (and continues today in some instances) has been 
aptly called “rentier imperialism.” It was concerned not with the expansion 
of empire but with the peaceful exploitation of previously gained morsels. 
It preferred to repatriate the earnings from overseas investments rather than 
make new investments in the empire. It was protectionist rather than in- 
clined toward free trade and it preferred the stability of the cartel to the 
adventurousness of free competition. In short, it was preoccupied with 
enjoying the fruits of previous expansion. 

Hence the typical policy of rentier imperialism was a combination of 
making political concessions to the rising nationalism of the colonial peo- 
ples while forging ever closer economic links between imperial power and 
colonial dependencies. British policy in Asia provides the outstanding exam- 
ple in this development. That this was true is readily seen from the British 
Imperial Preference System and Britain’s administrative economic policy 
which sought to bind the Asian dependencies closer to the British economy 
than ever before. This was even more true in the case of French policy in 
Indochina where private investment was monopolized by the French and 
subsidized by the Indochinese federal government. The Dutch policy re- 
sembled that of the British, and in the Philippines the US assured herself 
continued economic supremacy after 1936 by retaining the veto power on 
all Philippines’ measures dealing with the public debt, foreign borrowing, 
monetary and fiscal policy, foreign commerce, foreign affairs, and power 
to amend the Philippine constitution. 

Thus rentier imperialism stood in Asia when the war broke out. 
Planning during and after the hostilities indicates that the spirit of rentier 
imperialism, far from having changed basically, has been accentuated by the 
economic problems confronting Europe. True, Britain offered India the 
choice between dominion status or independence in 1942; she kept her 
promise and withdrew entirely. In Burma, England also withdrew after 
an attempt to restore the old system benefiting established capital interests 
and ignoring new national organizations.! The policy of yielding to colonial 
pressure was carried one step farther by Britain with the award of dominion 
status to Ceylon. Queen Wilhelmina promised Indonesia equal status with 
Holland, but after 1946, Holland depended on the dollar surplus of 
Indonesia more than ever before and she was in no mood to write off 
her stupendous Asian investment. Had it not been for the pressure of first 


1 Furnivall, J. S., “Twilight in Burma,” Pacific Affairs, Vol. XXII, Nos. 1 and 
2 (March and June, 1949), pp. 3-20; pp. 155-172. 





cated 


Sy OIE RT 


















th 


pl 
tri 


by 
to 
no 


att 
so 





SSR er RR 








Imperialism and Economic Development in Asia 9 


Britain and then the US, the system Holland desired to reintroduce in 
Indonesia would have been substantially the one that existed in 1941.7 
France, however, decided that Indochina was essential to her own economic 
recovery and the elimination of her dollar deficit and therefore, although 
some concessions were made to Vietnamese nationalism, native legislative 
supremacy or any curtailment of the Governor-General’s power was not 
permitted. At the same time, however, these powers made it clear that 
they opposed the trusteeship system of the United Nations and would not 
place any of their colonies under its supervision. The United States, it is 
true, voluntarily withdrew all remaining controls over the Philippines in 
1946, after continued Philippine economic dependence had been assured 
by the Philippines Trade Act of 1946, to be considered below. 

Rentier imperialism thus seemed to be in transition, a transition due 
to Asian opposition and not to changed imperial motives. It relinquished 
more and more political control while attempting to maintain as much eco- 
nomic power as possible. But it unquestionably continues to be in existence, 
attempting by means of new policies to attain the same ends which it 
sought before the war. 

In evaluating the relationship between imperialism and the economic 
development in schemes now current, answers must therefore be sought to 
these questions: (1) How much is left of the controls of rentier imperialism 
over dependent areas, politically, strategically, and economically? (2) What 
is the attitude of the new states toward Western-financed economic develop- 
ment and how do they plan to protect themselves against possible im- 
perialistic ambitions of foreign investors? And (3) what are the motives 
underlying the United States “Point Four’ Program and how does that 
program relate to imperialism, either of the economic or the strategic 
variety? Answers to these questions will indicate not only how much im- 
perialism of the old kind remains but whether a new variety of imperial 
control is emerging at present. 


Remaining Imperialistic Controls 


That the colonial powers still preserve some measure of imperialistic 
control is shown especially by the rights still enjoyed by Britain in Iraq. 
Thus by virtue of the treaty of 1930 — due to expire in 1957 — Britain still 
has the right to appoint the key officials of the Iraqui railroad system, may 
maintain military installations and garrisons in key areas, and keep the 
port of Basra under British control until its public debt has been amortized. 
In addition to these strategic footholds, Iraq is tied to Britain politically 
by the terms of the treaty of alliance and is thus bound to follow Britain’s 
foreign policy. British military instructors train the Iraqui army which is 


2 Viekke, B. H. M., “Indonesia in Retrospect,” Ibid, No. 3, pp. 290-294. 
Kennedy, R. and Kattenburg, P. M., ‘Indonesia in Crisis,” Foreign Policy Reports, 
December 15, 1948. 
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equipped with British materiel, and British officials enjoy preference in 
case the Iraqui government is in need of technical help. Conditions in 
Jordan are practically the same, especially under the terms of the Alliance 
of 1948, under which Britain not only undertakes the same military obliga- 
tions as in Iraq, but binds itself to pursue a common foreign policy with 
Jordan, extending to matters subject to the jurisdiction of the Arab League. 
Britain, of course, also enjoys the right to station troops in Jordan territory. 

In contrast to this strong strategic hold in the Middle East, Britain 
has few rights left in India, Pakistan, Burma, and Ceylon. Of the four, only 
Ceylon is more or less compelled to follow Britain's lead in foreign af- 
fairs. Britain enjoys no special strategic privileges except in the Trin- 
comalee naval base. India and Pakistan have no special political or strategic 
relations with Britain, but Burma’s armed forces are being trained by a 
British mission. In no case can the relationship between these new states 
and Britain be described as imperialistic. 

While France did not succeed in salvaging any special status in 5 ete 
and Lebanon, either politically or strategically, she has so far refused to 
give the Bao Dai Government in Vietnam anything like dominion status. 
Despite the fact that Vietnam is theoretically an equal member of the 
French Union, French advisers are empowered to make all Vietnamese deci- 
sions in foreign affairs, defense, fiscal and monetary policy, as well as con- 
trol judicial administration affecting rights of non-Vietnamese. French im- 
perial control therefore remains intact. 

Holland occupies a middle position between the non-imperialism of 
Britain and the continued imperialism of France. The Dutch and Indonesian 
Governments have agreed to consult in all foreign relations and not to 
conclude agreements with third states unless the other party has had previous 
notification. The Dutch further have the right to advise Indonesia on 
technical matters, to train the Indonesian army, and to equip the Indonesians 
with Dutch materiel. Both parties have agreed to exchange secret defense 
information while withholding it from other alliance partners. Nevertheless, 
all cooperation in defense and foreign affairs is optional, and Indonesia 
cannot be regarded in any way as being still under Dutch control in this 
respect. It should be noted that Holland has not received any rights to 
maintain bases on Indonesian territory. 

It is clear that western strategic control is present only in Iraq, Jordan, 
and Indochina. The case is quite different with respect to economic con- 
trols, however. Quasi-imperialistic western rights are most strongly ex- 
pressed in the concessions governing the activities of the international oil 
combines operating in the Middle East. Oil concessions have the practical 
effect of depriving the local state of almost all control over the drilling 
and sale of oil, of the policies of the companies within the terms of the 
concession — which amount to extra-territorial status — and therefore over 
the single most important economic asset of the given state. Since three 
of the four companies are partly controlled by the French and British gov- 
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ernments, they clearly constitute a surviving form of the old economic im- 
perialism. In any event, oil company policy is so closely intertwined with 
the strategic and political considerations of the United States, British and 
French governments, that no distinction between private and public im- 
perialism has to be drawn. If disputes arise between the local government 
and the concessionaire, it is generally not the local law which is invoked 
but international arbitration or adjudication, thus demonstrating the treaty 
nature of the concessions. The only weapon available to the local state is 
nationalization and the degree of success the Iranian government will have 
in its present attempt to socialize the Anglo-Iranian Oil Company will show 
how effective a weapon nationalization may become. 

In contrast to the oil situation, British investors in the new Asian 
states have little to fall back upon if the security of their holdings is to be 
judged by pre-1941 standards. While India and Pakistan have informally 
agreed to respect British investments, they are legally free to nationalize 
or obstruct these holdings. The same is true in Ceylon. Burma agreed to 
recognize established British interests, but also reserved the right to na- 
tionalize them while providing “equitable compensation.”* Clearly, it is 
the British investor who is on the defensive in India and Burma today, 
while the local governments are legally omnipotent. Whether they are wil- 
ing to exercise their omnipotence under present political conditions, of 
course, is quite another matter. 

France, being in the position of an expellee in the Levant, was unable 
to extract any kind of treaty terms from her erstwhile Arab mandates. Le- 
banon, indeed, has agreed to remain in the franc bloc and has a bilateral 
clearing agreement with France, but Lebanese economic independence is 
apparently unaffected by this tie. Syria, by contrast, has refused even to 
cooperate with France to this extent and has denounced the Franco-Lebanese 
treaty as “unnational.”> In Indo-China, however, France is in a distinctly 
better position. Prior to the nationalist disturbances French nationals con- 
trolled almost all of the economically valuable production of Indochina. 
The rubber and coal production goals announced under the European Re- 
covery Program underline the extent to which French economic life is still 
dependent on being capable of exploiting these Indochinese holdings. 
French economists have therefore taken pains to point out that French in- 
fluence is needed even if there were to be a fairly independent Indochinese 
federation, since it is only France who can guarantee or ‘mediate’ the 
territorial and economic settlement as well as support the desired economic 


3 Loftus, J. A., “Middle East Oil: The Pattern of Control,” Middle East Journal, 
Vol. II, No. 1 (January 1948), pp. 17-31. See pp. 76-88 of same issue for thd text 
of the concession agreement between Hashimite Jordan and Petroleum Development 
(Transjordan) Ltd. 

4 Treaty on Recognition of Burmese Independence, Treaty Series No. 16 (1948), 
H. M. S. O., Cmd. 7360, Article 7 and Exchange of Notes, Nos. 1 and 2. 

5 Journal Officiel (of France), March 15, 1949, p. 2651. 
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development of the various Indochinese states — an argument which sounds 
strangely like that used by the British with respect to India in the years be- 
tween 1935 and 1942.6 The upshot of the French argument is that French 
policy will continue to control the economic stakes in Vietnam. 

As in the instance of the strategic controls still remaining, Holland 
occupies a middle position between Britain and France. In the final agree- 
ment between the Netherlands and Indonesia, the new federation explicitly 
recognized and promised to respect all existing concessions, investments, and 
property rights. The new state furthermore undertook to extend existing 
concessions, to support the prosperity of foreign owners by public policy, 
to refrain from imposing crushing taxes, to abstain from imposing arbi- 
tary restrictions on the freedom to do business, and to respect the foreign 
exchange rules of the International Monetary Fund. Indonesia undertook 
to accord national treatment in all economic activities to all foreign firms 
and to recognize the special interests of Holland in the Indonesian economy. 
Holland retains some advisory control over the central bank policy of 
Indonesia and is entitled to prior consultation on any changes in exchange 
rate or convertibility policy. Holland, however, gained far less than this 
array of obligations indicates since escape clauses were plentiful in the 
agreement, as will be shown below.’ In the light of these escape clauses, 
Indonesia cannot be said to be still subject to Dutch imperial control in 
the economic realm. 


The Philippines, however, are not so fortunate. The typical colonial 
economy which the United States had imposed through its pre-1946 tariff 
policy is very likely to remain in existence due to the Philippines Trade Act 
of 1946, an act which the Philippine leaders were persuaded to accept if 
they hoped to qualify for later United States economic assistance. The act 
provides that the Philippine Republic cannot impose a tariff against Amer- 
ican goods for eight years while the United States is permitted to institute 
a slowly rising tariff against Philippine goods after eight years of free trade. 
The peso, furthermore, was pegged to the dollar (at the overvalued rate of 
two to one) and is to be fully convertible at all times. And, finally, that 
clause of the Philippine constitution which requires all new enterprises to 
be controlled by Philippine nationals was to be amended so as to exempt 
Americans from it. Roxas and Quirino have complied with these requests 
and Philippine trade has followed the old pattern since then. It is assumed 
that the pressure of established American interests has been important in 
securing the cooperation of the Philippine government. It must be con- 
cluded, therefore, that the Philippines still lack economic independence and 


6 See, for instance, Gourou, Pierre, L’ Avenir de I’Indochine (Paris, 1947). 

7 Section C of the Agreements attached to the Netherlands-Indonesian Union 
Statute, signed at The Hague, November 2, 1949. 

8 Arneta, Salvador, “Basic Problems of Philippine Economic Development,” 
Pacific Affairs, Vol. XXI, No. 3 (September, 1948), pp. 280-285. 
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therefore are still subject to the principles of rentier imperialism. It is well 
known, of course, that the United States still exercises strategic rights in 
the Philippines as well. 


Defenses Against Imperialism 


It is clear that the overwhelming proportion of remaining imperialistic 
controls are of an economic nature and are attributable to economic motives. 
And it is this very feature which is the object of nationalistic opposition 
in the new Asian states. Economic planning in Indonesia, India, and Indo- 
China emphasizes public and native control over economic affairs to the 
detriment of the foreign interests. 

While nationalism and the determination to have local enterprises 
controlled by local people is one significant feature of economic develop- 
ment in Asia, the element of socialism is equally pronounced. It has been 
pointed out that the nationalist movement was almost compelled to become 
a socialist movement as well, since foreign political domination and eco- 
nomic exploitation by private enterprise constituted merely two sides of the 
same coin to the native peoples. Unplanned individual private enterprise 
is often synonymous with economic slavery and privation, while industriali- 
zation when undertaken with strictly limited resources must almost neces- 
sarily be a centralized and planned process. Hence the defenses adopted by 
Asian governments against the remains of rentier imperialism at first gave 
expression to both the nationalistic and the socialistic principles of action. 

Such defenses typically include some or all of the following devices: 
control over the direction and amount of foreign investment; discriminatory 
taxation; compulsory reinvestment of profits; lack of access to local courts 
and police; compulsory participation with local capital, usually so that 
the foreign investor is outvoted; obligation to hire local nationals for cer- 
tain positions or the obligation to train local nationals to perform jobs un- 
dertaken by foreigners at first; restrictions on the right to own land and 
other local resources; restrictions on the amount of earnings which can 
be converted into the currency of the investor's nationality; and insufficient 
guarantees that adequate compensation will be paid in the event of national- 
ization.® 

The objections of the Western business community to these defenses 
emphasize that foreign investment in economic development is incompatible 
with a policy of Asian nationalism and socialism in industry. Hence the 
Asian governments have seen fit to retreat somewhat from their earlier 
position but still to retain some defenses against renewed rentier im- 
perialism. Thus at present all Asian countries, except some of the Middle 
Eastern ones, are anxious to attract foreign capital, but only Lebanon and 
the Philippines permit undirected private investment. All others insist that 


9 United Nations, Methods of Financing Economic Development in Under- 
developed Countries, (New York, 1949), pp. 96-97. 
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whatever foreign capital flows in must be invested in accordance with the 
national economic plan, and capital issues and licensing policies are adminis- 
tered accordingly. 

The position of Indonseia is especially interesting in illustrating the 
legal defenses adopted by a new state against the demands of its erstwhile 
ruler. Though Indonesia agreed to recognize all concessions, investments 
and property rights, these 

may be infringed upon only in the public interest, including the 

welfare of the people, and through amicable settlement with the 

rightful claimants and if the latter cannot be achieved, by expro- 
priation for the public benefit . . . .1° 


Similarly, the extension of existing concessions must be subject to the 
“general economic policy of Indonesia.” Concessionaires are required to 
further the participation of local capital and Indonesia reserves the right 
to regulate all enterprises with the observation of national treatment and 
due process provisions. Even the special status of Dutch investments which 
Indonesia recognizes is weakened by reservations ‘for the protection of 
national interests or economically weak groups.’ Moreover, foreign enter- 
prises are bound to cooperate in furthering labor organization and the rights 
of plantation labor, social welfare and the training of Indonesians for 
technical and managerial positions with the aim that all such posts be filled 
by Indonesians as soon as possible. 

In other Asian countries, however, opposition groups have denounced 
their governments for making too many or too few concessions to foreigners. 
Israel’s Mapam opposes government policy toward foreign investors as too 
favorable to capitalism. The Philippines in 1948 created a central bank 
and abolished their fully backed currency in favor of a managed one, as 
well as planning compensatory fiscal policies and foreign exchange ration- 
ing despite the opposition of established business interests, mostly Ameri- 
can. In India, the Government’s middle-of-the-road approach has been 
attacked by both Right and Left. The Right argues for a frank alliance 
with the United States and Britain and consequently favors a pro-capital- 
istic policy in India’s economy. A school of geopoliticians under K. M. 
Panikkar even argues for an Indian Monroe Doctrine to cover the entire 
Indian Ocean area and wants the West's help for the rapid industrializa- 
tion of the Indian rimland to offset the Soviet heartland.1! Other critics, 
however, castigate the government for favoring capitalism and foreign in- 
vestors inordinately over the socialism originally espoused by Nehru. Since 
the government depends on domestic saving and capital imports for indus- 
trialization, however, it is compelled to treat both the Indian industrialists 


10 See Section C of the Netherlands-Indonesian Treaty of November 2, 1949, 
op. cit. 

11 Appadorai, A., ‘India’s Foreign Policy,” International Affairs, Vol. XXV, 
No. 2, pp. 37-46. 
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and the foreign investor with kid gloves.12 Given this outlook it is not 
surprising to find an Indian delegate at the 1947 New Delhi Asian Con- 
ference asserting that even though the old imperialism is retreating, the 
new imperialism is “advancing behind dollar loans.’’! 

The acknowledged dependence on foreign capital and skills makes a 
policy of separating political from economic power imperative for the Asian 
states. Hence they will generally select industries to be developed, indus- 
trial sites, financial and agricultural policies not with immediate optimum 
economic benefits in mind, but with political motives making the ultimate 
decisions. This outlook is demonstrated by the report of ECOSOC’s Sub- 
commission on Economic Development which, upon the insistence of the 
underdeveloped states, asserts that investments should above all contribute 
to national development and independence, to national industry and agricul- 
ture as opposed to exploitation for foreign profit or the demands of the 
world market, and that all investments should be strictly divorced from 
the search for economic and strategic privileges on the part of the capital- 
exporting states.'4 If the Asian states were entirely unaffected by United 
States objectives and power, they would be even more eager to make their 
economic policies subject to political requirements and thus force the old 
economic imperialism to retreat further still. 


The Emerging Pattern — American Aims and Potnt Four 


It has been shown that the pre-1945 rentier imperialism is everywhere 
on the retreat and that the new Asian states are attempting to attract for- 
eign investments while at the same time trying to prevent foreign interests 
from acquiring new imperialistic controls over the economic development 
of their countries. Now the United States, through the Point Four Pro- 
gram, has indicated its intense interest in economic development while at 
the same time denouncing all imperialism as alien to American objectives. 
Soviet spokesmen, on the other hand, have been quick to describe the Point 
Four Program as part of the American imperialist search for new invest- 
ment outlets and industrial markets; or, in other words, as the beginning 
of the kind of expansive imperialism which had matured into rentier im- 
perialism by 1920 in the case of the European powers. Asian spokesmen 
as well have sometimes described United States investment and trade policy 
as imperialistic, but in a different sense. And finally, there is a suggestion 
that Point Four represents or may develop into a type of strategic im- 


12 Gadgil, D. R., “The Economic Prospect for India,” Pacific Affairs, Vol. 
XXII, No. 2, pp. 115-129. 

13 Mansergh, N., “The Asian Conference,” International Affairs, Vol. XXIII, 
No. 3, p. 300 ff. 

14 United Nations, Methods of Financing Economic Development in Under- 
Developed Countries, op. cit., pp. 113-132. Also contains the American disavowal 
and the Soviet endorsement of the Report’s conclusions. 
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perialism which makes use of economic means while in reality it serves 
purely strategic ends. These implications now remain to be investigated. 

The Marxist contention can be refuted forthwith. The trickle of pri- 
vate capital exports in the last five years (except direct investments by oil 
companies), especially investments enjoying the protection of a govern- 
ment convertibility guarantee, should indicate that there is no overwhelming 
desire on the part of American industry to find new investment outlets. 
On the contrary, industry has to be coaxed by means of guarantees to ven- 
ture abroad. Furthermore, business leaders have pointed out time and again 
that they do not Aave to invest abroad and that they wi// not invest unless 
capital receiving countries remove the defensive devices described above. 
The argument for investment imperialism can therefore be dismissed as in- 
applicable to American policy at present. 

If there is no demand for overseas investment, then, why is the United 
States anxious to further private and public capital exports to Asian coun- 
tries and afford them technical assistance as well? The answer supplied by 
Government spokesmen is the same as that given to demonstrate the need 
for the European Recovery Program — to contain the Soviet Union. Un- 
dersecretary Webb explained that Point Four is part of the global American 
program for security against aggression, and a bulwark for democracy.1 
The argument implies, of course, that raising living standards in strategically 
crucial Asian countries is one way of weakening local communist move- 
ments and binding these countries to the American team in the Cold War. 
Underdeveloped countries, said President Truman: 


must create a firm economic base for the democratic aspirations 

of their citizens. Without such an economic base, they will be 

unable to meet the expectations which the modern world has 

aroused in their peoples. If they are frustrated and disappointed, 

they may turn to false doctrines which hold that the way of pro- 

gress lies through tyranny.!¢ 
The striking primacy of the political end over the economic means in this 
program is driven home by one State Department spokesman who em- 
phasized that “economic development thus appears as an essential for the 
creation of material means to a non-material end.’"!* Whether a Point Four 
Program based on the fight against “false doctrines,’ against a threat to 
established American values or the stability of American social and economic 
institutions, can be considered imperialistic, remains to be seen. In the 
opinion of many Asians it may become so in the economic sense while 
the real danger is its developing into politically motivated strategic im- 
perialism. 


15 House Hearings on H. R. 5615, 81st Con. 1st Sess., Committee on Foreign 
Affairs, pp. 4-5. 

16 Presidential Message to Congress, June 24, 1949. 

17 Balenbaum, W., “America’s Role in Economic Development Abroad,” State 
Department Bulletin, March 27, 1949. 
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One way of avoiding imperialistic implications in Point Four, of course, 
lies in assigning a large role to the United Nations. As was tactfully sug- 
gested by the UN: 


. . . from the standpoint of the underdeveloped countries them- 
selves, international action has notable advantages. The exploita- 
tion and abuses often associated with development in the past have 
left a legacy of distrust . . . The best remedy for such distrust is 
to provide assistance in ways clearly directed toward the achieve- 
ment of a fuller and better life for the peoples of the recipient 
countries. Their confidence and cooperation is likely to be given 
most freely to a programme under international auspices, in the 
direction of which the underdeveloped countries can take as full 
a part as the economically advanced countries.'8 


H. R. 7346, the Administration-backed Point Four bill recently passed 
by the House of Representatives, makes it mandatory for the United 
States to “participate in technical cooperation programs carried on by 
the United Nations . . . and by other international organizations, wher- 
ever practicable.” The President is empowered to make any contributions, 
within the terms of the appropriations, to UN bodies if the expected re- 
sults from international action promise to be as good as those which might 
be expected from a bilateral approach. The very wording of the bill indicates 
that it was drafted with already planned UN technical cooperation machinery 
in mind. 

Such cooperation, however, is restricted to technical assistance. Invest- 
ment would still depend on public or private bilateral arrangements, with 
possible imperialistic implications. To avoid this, a system of “partnership 
capitalism” has been developed by certain American businessmen, which is 
defined by Eric Johnston as: 

American private capital and business genius in partnership with 

the capital, manpower and the resources of other countries.?° 
Such organizations try to maximize the participation of local capital and 
personnel, and base their activities on local needs rather than on optimum 
profit considerations. The International Basic Economy Corporation of 
Nelson Rockefeller and the Liberia Company may be cited as examples of 
partnership capitalism. It must be noted, however, that this outlook is by 
no means typical of the majority of American foreign investors and the 
principles of partnership capitalism have received little attention during the 
planning of Point Four. 


18 United Nations, Technical Assistance for Economic Development (New 
York, 1949), pp. 12-13. 

19 Act for International Development, H. R. 7346, 81st. Cong., 2nd Sess., 
Sec. 4 (italics mine). 

20 Hutcheson, H. H., “Government and Capital in Point Four,” Foreign Policy 
Reports, June 1, 1949, p. 69. 
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American business likely to invest abroad is opposed to international 
action and to partnership capitalism alike. The opinion of the National 
Foreign Trade Council is typical of the business community when it main- 
tains that technical assistance, as well as investment, are American measures 
which should be supervised by the American Government. Hence business 
has opposed H. R. 7346 because of the role assigned to the United Nations. 

American business considers the creation of a “favorable climate” for 
investment abroad as the essential prerequisite for foreign investment. Hence 
the Chamber of Commerce, the National Association of Manufacturers, and 
the National Foreign Trade Council have been unanimous in demanding 
the conclusion of treaties between the United States and Asian countries 
which would remove the defensive devices applied by the new states. Only 
after such treaties have been concluded should technical assistance or capital 
funds be made available. Furthermore, the role of the American Govern- 
ment should be reduced to affording complete diplomatic protection for 
American property rights and to such technical assistance as relates to health, 
sanitation, education, and communications. All other technical aid should be 
given by private business on a business basis.?! Similarly, Export-Import 
Bank loans should be confined to the same areas of development. 


Fairly representative of the attitude of American business favoring Point 
Four is that of the NAM, which quite frankly advocates Point Four as a 
method for demonstrating the superiority of private enterprise over social- 
ism, and therefore demands that even such things as technical surveys be 
undertaken by business and not by government. Furthermore, the NAM is 
not content with national treatment for American enterprises in Asian 
countries but demands special standing whenever national treatment would 
mean the violation of a minimum standard. 


All these arguments found their expression in the Point Four Bill 
introduced by Representative Herter in the previous session of Congress. 
Under the terms of the bill, the Government would have been able to act 
only on the advice of leading businessmen and the control of both would 
have determined economic development in Asian countries. That imperialism 
would have become the American policy under this bill cannot be asserted, 
of course. However, the physical mechanism for imposing an imperial control 
system in economic affairs would have been made available by the machinery 
and procedure envisaged by Mr. Herter and his backers.?? These imperialistic 
features have been weakened considerably in the bill backed by Representa- 
tives Herter and Kee during the current session of Congress, a bill not 
passed by the Committee. This bill differed from the Administration-backed 
measure Only in that it emphasizes private investment more than government 


21 
312-314. 


22 The Herter Bill, H. R. 6026, 81st Cong., ist Sess., is published in House 
Hearings, op. cit. 


See for instance House Hearings, op. cit., pp. 154-162, 219-256, 100-110, 
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loans and that it refuses to allot any share of the program to the United 
Nations. While some Asians might still resent such a measure as un- 
warranted interference, it hardly amounts to imperialism as defined in the 
first part of this analysis. 

The Administration’s policy and philosophy toward economic develop- 
ment is quite similar to that of business. It is true that the imperialistic 
implication is weakened by the share allotted to the United Nations, as far 
as the technical assistance part is concerned. In the field of investment, 
however, the Administration has made it clear that it favors the creation of 
a “favorable climate” for private capital and that the extension of Export- 
Import Bank credits will depend on the establishment of such a climate, as 
expressed in Treaties of Friendship, Commerce, and Economic Development, 
to be discussed presently.23 Private investment, furthermore, is to be en- 
couraged by means of guaranties against non-convertibility of earnings and 
losses from expropriation or other seizure by the foreign state. The requisite 
legislation has already been passed by the congressional committees, despite 
the fact that business spokesmen argued against the guaranties and main- 
tained that they will give an incentive to recipient states not to establish a 
“favorable climate.” In any event, while the United States will apparently 
follow a multilateral approach in the technical assistance phase, public 
investment will proceed under the Bank’s rules which require that specific 
development projects be approved, that they broadly fit the needs of Ameri- 
can foreign trade, i.e. the loans are “tied,” and that there is evidence of 
ability to repay the loan. Do these features suggest economic imperialism? 
The answer must be negative as long as Asian countries are free to refuse 
assistance on these terms and as long as the United States refrains from 
applying these conditions to the extent of their full logical implication. 

But since private investment is the key phase of the program, the 
Treaties of Friendship, Commerce, and Economic Development demanded 
by the United States must be examined. Such treaties are now being nego- 
tiated with India, Pakistan, and Indonesia; they follow the model of the one 
recently signed between Uruguay and the United States and contain novel 
clauses designed to give special incentives to the flow of private capital. 
Their meaning with respect to charges of imperialism advanced by some 
Asians merits special attention. The Uruguayan agreement accords national 
treatment to all persons and corporations and gives them the right to engage 
in any kind of commercial, manufacturing, processing, and financial activities. 
Rights to organize, promote, make equity investments, direct investments 
into local corporations and appoint executives, however, are limited to most- 
favored-nation treatment. Subsidiaries of foreign corporations, by contrast, 
enjoy national treatment, while mining rights are subject to most-favored- 
nation arrangements. Expropriation must be subject to due process of law 
and the expropriated party is entitled to prompt and effective compensation 


23 National Foreign Trade Council, op. cit., p. 19. 
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and sufficient foreign exchange to convert it into its own currency. National 
treatment is also accorded in all matters relating to taxation of foreign- 
owned property. Both parties are debarred from imposing import and export 
embargoes on a bilateral basis — except in the case of non-equitable distribu- 
tion of goods in short supply — while the imposition of quantitative restric- 
tions must be on the basis of the previous representative period, as is 
customary in such treaties. No restrictions of any kind may be applied to 
the right of foreign enterprises to convert their earnings, except as may 
become necessary in times of exchange shortage. State trading monopolies 
must conduct themselves as private corporations in matters of foreign trade 
and are prohibited from engaging in politically-determined policies. The 
parties agree that any kind of monopolistic business organization is harmful 
and pledge themselves to consult on appropriate action. The escape clauses, 
however, waive all these conditions in times of “national emergency.’ And 
finally, the treaty includes the following article on investment: 


Each High Contracting Party shall at all times accord equitable 
treatment to the capital of nationals and companies of the other 
Party. Neither Party shall take unreasonable or discriminatory 
measures that would impair the legally acquired rights or interests 
of such nationals and companies in the enterprises which they have 
established or in the capital, skills, arts or technology which they 
have applied. Neither Party shall without appropriate reason deny 
Opportunities and facilities for the investment of capital by na- 
tionals and companies of the other Party; nor shall either Party 
unreasonably impede nationals and companies of the other Party 
from obtaining on equitable terms the capital, skills, modern 
techniques and equipment it needs for its economic develop- 
ment. (Article IV). 


Whether this article provides either party with any definite rights or duties 
is open to interpretation, which is entrusted to the International Court of 
Justice. 

The existence of complete reciprocity in these treaties should not be 
overrated. Since there is little likelihood of Pakistani capital seeking outlets 
in the United States, the benefits of these clauses are restricted to American 
firms. The treaties do, in fact, establish national treatment in most of the 
defensive devices described above. However, what is to stop an Asian gov- 
ernment from phrasing legislation restricting the right to hire foreign 
managers, for example, so as to fall within the letter of the treaty? The 
treaty preserves a sufficient number of loopholes and qualifications to enable 
underdeveloped states to assert their own policies, which most likely would 
not fit the specifications advanced by American investors. The treaties as 


such cannot be considered as making imperialistic control powers available 
to the United States. 
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Nor can the Point Four bill recently passed by the House of Rep- 
resentatives be so considered. This bill, in its general findings, expounds 
the same philosophy as that expressed in the treaty and emphasizes 
the need for foreign capital and the freedom such capital should enjoy. 
The United States Government, in determining whether to honor a specific 
foreign request for aid, is to consider whether the project is really helpful 
and needed in the underdeveloped country’s economy, whether it is not a 
duplication of similar projects, and whether or not private capital is available 
to finance the project. The United Siates is to conclude bilateral technical 
cooperation programs with Asian states in which provision is made for the 
joint planning of projects. Private organizations must be given as large a 
share in planning and tendering technical assistance as is possible, but the 
bill does not lay down specific fields to which government activity should 
be confined. The award of aid is also to depend on the degree of willing- 
ness shown by the Asian state to modify its laws and institutions in the 
interest of private capital. The recipient state must provide all necessary 
information and give full publicity to the program. An advisory board of 
experts, including labor, agriculture and education, in addition to business, is 
to aid the President in formulating policy. All aid may be terminated 
unilaterally if so decided by the President, or by the UN General Assembly 
or by Congress. 

It is true that these conditions would make it possible for the United 
States to determine the direction of economic development — through its 
power to approve specific projects and insist on favorable treatment for 
private capital —in countries depending on this aid for industrialization. 
However, unlike conditions under the European Recovery Program, the 
funds and activities envisaged aiid made available under Point Four are so 
limited as to make any such control of very dubious effectiveness. Further- 
more, that part of the funds assigned to United Nations administration is 
freed from the conditions laid down in the bill. It must be concluded, there- 
fore, that as long as the scope of Point Four is not extended beyond its 
present range, the control powers demanded by the United States will be 
insufficient to assure imperialistic control over the economic development of 
Asia. Economic imperialism cannot be said to be evident in Point Four, 
especially since the quasi-imperialistic intentions of using Point Four as an 
instrument to block socialism in Asia, as expressed by leading business 
organizations, have been excluded from the Administration’s program. 

But it has been shown that Point Four is motivated primarily by political 
and not by economic considerations. American support for economic develop- 
ment thus is strictly a function of the Cold War and the aggravation of 
that conflict might be expected to entail changes in American policy under 
Point Four. For it must be borne in mind that Asian leaders have only two 
alternatives in the last analysis — alliance with the West or with the Soviet 
Union. Point Four, if extended in time and scope, will increase Asia’s stake 
in the status quo and thereby make alliance with the United States the only 
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possible alternative. This would be true especially if more funds were made 
available by the United States, more projects started and therefore the 
dependence of the Asian economy on American help increased, since the 
sudden cessation of aid might spell chaos to a but partially industrialized 
economy. Thus the United States might be enabled to make use of Point 
Four as a combined threat and bait to be wielded whenever the state of 
Soviet-American relations demands that the United States rely on its political 
and strategic hold over southern Asia. In the event of crisis, therefore, it is 
easy to conceive of Point Four as developing into a kind of strategic 
American imperialism, a new variety of imperial control, eschewing the 
older motives and methods and relying on economic power to assure poli- 
tical control. 
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FINANCIAL PROBLEMS IN THE ADVANCEMENT 
OF UNDERDEVELOPED COUNTRIES 


By Lewis N. Dembitz 


A discussion of the problems involved in foreign capital venturing 
abroad and the need for mobilization of domestic capital sources. 


The purpose of this paper is to outline some of the basic financial 
problems that are involved in the economic development of underdeveloped 
countries. These problems deal with both the raising of investment funds 
from without and the mobilizing of domestic savings within the under- 
developed country itself. 

Public attention tends naturally to be directed toward the raising of 
outside capital because the flow of such capital consists primarily of large 
and conspicuous transactions, often appearing to have political significance. 
Out of the total amount of investment that a country needs, however, 
domestic savings are likely to constitute a larger proportion, and the develop- 
ing of such savings presents serious and important problems. 

This paper deals first with the place of investment in a development 
program, and with the magnitude of the amounts involved. It then surveys 
the availability of funds from abroad, which under present circumstances 
centers on dollar funds from the United States; there is included some 
investigation of reasons why private capital outflow has remained low, and 
of the possibilities of expansion. This is followed by a brief outline of the 
problem of mobilizing domestic savings within an underdeveloped country. 


Financing of Economic Development 


The process of developing an underdeveloped economy ordinarily 
requires investment in capital assets to increase the country’s productive 
capacity and efficiency. Any capital investment necessarily corresponds to 
the accumulation of savings by somebody, somewhere, in the sense that 
somewhere current consumption of goods and services has been less than 
current production by the amount devoted to creating the capital assets. A 
country embarking on a program of economic development may rely ex- 
clusively upon savings within the country itself or domestic savings may be 
supplemented from abroad. 

If a country depends wholly on its own savings, it will use these sav- 
ings to mobilize and put to work its own labor, materials, and equipment. 
It will import only that volume of goods and services which it can finance 
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with the part of its savings which is in the form of an exportable surplus. 
Economic development ‘on this basis, however, would be difficult for many 
underdeveloped countries, because of their low levels of subsistence and 
productivity. 

Most countries prefer, therefore, to supplement the resources financed 
by domestic savings (including the imports paid for with exports) by bor- 
rowing abroad or by permitting the entrance of foreign enterprises. The 
additional resources thus made available facilitate the process of economic 
development by putting the developing country in a better position to main- 
tain a faster rate of progress, to keep inflationary pressures in check, and to 
allow for increases in the standard of living during the initial stages. 

Nevertheless, it is important to observe that the construction or im- 
provement of a country’s capital assets will generally require a much larger 
amount of domestic materials and labor than of imported resources. The 
Export-Import Bank and the International Bank for Reconstruction and 
Development (“World Bank’) have each had a general policy of lending 
only to cover the costs of imported goods and services, expecting the 
borrowing country to mobilize domestic savings to pay for the domestic 
resources needed. It is also possible, however, for foreign capital to finance 
the use of domestic resources, as can be brought out by examining the func- 
tion of foreign capital in an underdeveloped country. 

The basic function is to bring to the recipient country either imported 
goods and services or funds with which imported goods and services can 
be bought. The goods that are imported are often for use directly in carrying 
out a particular project in which the foreign investor is interested — as has 
occurred with Export-Import Bank and World Bank loans. But there is no 
necessary direct relation between specific investment projects undertaken and 
the imports which the foreign funds may finance. A project being financed 
by a foreign loan or investment may require resources drawn from the 
country’s own economy, rather than imported from abroad. In this case, the 
effect of the loan or investment is to supply the country with dollars (or 
other foreign currency) which may be used to finance whatever imports 
are needed by the country’s economy. The relationship may, in fact, be 
merely that a high level of investment is taking place within the country, 
absorbing large amounts of resources and thereby leading to the need of a 
loan to finance increased imports. Thus, regardless of the form that the 
investment takes and of its relationship to any particular development project, 
the result is to provide the recipient country with additional imported goods 
and services, over and above what its exports could finance, or with the 
means to buy the imports. 

At the same time, foreign capital may also serve to supplement the 
underdeveloped country’s own money markets in mobilizing capital to 
finance a particular project or enterprise. In many underdeveloped countries 
there is difficulty in mobilizing domestic funds for particular purposes, and 
the entry of foreign capital may obviate this need. 
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Amounts involved — One factor limiting the rate of investment during 
the 1950’s will be the amount of savings available; this involves both the 
rate of savings that the underdeveloped countries themselves can generate, in 
their own domestic economies, and the rate at which they can obtain the use 
of the savings generated in the United States and other capital-exporting 
countries. Entirely apart from financial considerations, however, technical, 
managerial, and engineering skills are also needed in order to convert 
savings into useful investments. The availability of such skills, rather than 
of funds, may well prove to be the factor that limits the rate of economic 
development during the next few years.1 

The Food and Agriculture Organization made a compilation in 1949 of 
the development plans that were under contemplation by countries through- 
out the world. From these plans, the FAO estimates that the total need for 
investment for development purposes, for all the world outside the United 
States and Canada, amounts to $43 billion a year for the next four years, 
of which $8.5 billion a year would call for external financing. For Latin 
America, southern Europe, Asia, and Africa — corresponding very roughly 
to the underdeveloped areas of the world outside the Soviet Union and 
eastern Europe — the FAO figures lead to a rate of $9.4 billion of annual 
investment of which $3.9 billion would represent external financing and the 
remaining $5.5 billion a year would constitute the complementary savings 
of the underdeveloped countries themselves.” 

One cannot draw from these figures an expectation that investment 
will actually proceed at these rates. Many of the individual countries’ plans 
naturally tended to represent targets rather than forecasts. The total amount 
of funds that would be required annually from the United States and other 
outside sources is considerably more than has been forthcoming in any single 
year. Also, as the FAO Report points out, domestic savings in under- 
developed countries have been at less than half of the rate suggested by the 
countries’ plans, Nevertheless, the FAO compilation has value in indicating 
the magnitude of the potential demand for investment funds for economic 
development. 


Sources of Dollar Funds 


To the extent that a country’s development is financed by the bringing 
in of dollar capital, the funds may come either from a U. S. Government 
agency or from the World Bank or from private (i.e., non-governmental) 
investors. The United States Government has favored the meeting of dollar 


1 Cf. Fourth Annual Report of the International Bank for Reconstruction and 
Development (1949), pages 7-14, which suggests that the Bank’s lending operations 
up to now have been limited by a shortage of well-prepared and well-planned projects, 
rather than by a shortage of loanable funds. 

2 Food and Agriculture Organization of the United Nations, “Report on Inter- 
national Investment and Financing Facilities” (Washington, 1949). 
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financing needs from private investment sources to the greatest possible 
extent. In connection with the “Point Four’ program, with its new em- 
phasis on the providing of technical knowledge to countries needing it, 
foreign investment by American business enterprises constitutes an important 
means of transmitting many kinds of technical knowledge. The providing 
of Government funds to finance foreign needs, therefore, represents an 
operation which the U. S. Government would like to diminish to the extent 
that it can be replaced by financing from other sources. 

The actual net outflow of U. S. private capital during the years 1946 
through 1949 reached an average rate of about $600 million a year, consist- 
ing mostly of direct investments by American businesses in foreign sub- 
sidiaries or affiliates.4 If there were added the undistributed earnings of 
American enterprises abroad which were reinvested,® a total annual invest- 
ment of about $1 billion would be reached. These outflows represented the 
first sizeable exports of American private capital since the early ‘thirties. 
However, they are small in comparison with the demands for capital as 
indicated in the FAO compilation cited above. Furthermore, although a 
majority of the private capital in these years went to underdeveloped areas, 
this was mostly for the single purpose of petroleum development, concen- 
trated in Venezuela and in Arabia. The net flow of capital to Latin America, . 
Africa, and Asia for all other purposes was around $100 million a year (plus 
the reinvestment of undistributed earnings). 

If the flow of private U. S. funds into investments abroad were to bear 
the same ratio to U. S. national income that existed during the 1920’s, it 
would now amount to some $2.4 billion a year.6 Such a flow would be 
substantial in relation to the total investment requirements of foreign 
countries, but it is not likely to be achieved unless circumstances become 
much more propitious to foreign investment. 

Even if there should occur a large increase in United States private 
investment in enterprises abroad, there would also be a continuing need of 
investment in projects of foreign governments. For example, public health 
and education projects and the building or improving of roads and harbors 
could hardly be financed except as governmental projects. This, however, 
does not necessarily mean that dollar financing requirements must be met 


3 E.g., the Export-Import Bank Act (sec. 2b) provides that the Bank should 
“supplement and encourage and not compete with private capital.” Similarly, the 
World Bank, under its Articles of Agreement (Art. III, sec. 4), may lend only if the 
borrower would otherwise be unable, in the prevailing market conditions, to obtain 
the loan on reasonable terms. 

4 U. S. Department of Commerce, “Balance of International Payments of the 
U. S., 1946-48” (Washington, 1950); and Survey of Current Business, March 1950, 
pages 4-7. 

5 See Abelson, “Private U. S. Direct Investments Abroad,” Survey of Current 
Business, November 1949, pages 20-21. 

6 National Association of Manufacturers, “Capital Export Potentialities after 
1952” (New York, 1949). 
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by U. S. Government assistance. Should there be a return of investor con- 
fidence, such undertakings could conceivably be financed by the sale of 
foreign government bonds in this country. 

With relatively little private capital actually going abroad, foreign lend- 
ing by the U. S. Government has continued. The larger part of these loans has 
been for postwar reconstruction in western Europe, but some funds have 
been provided to underdeveloped areas by the Export-Import Bank, the 
Foreign Liquidation Commissioner, and other U. S. Government lending 
agencies. The World Bank began in 1949 to provide such funds. There 
have also been large grants of U. S. aid under various programs; among 
those affecting underdeveloped areas have been rehabilitation and relief 
programs in China, and the European Recovery Program affecting southern 
Europe, Turkey, and various colonial areas. 

Net disbursements on U. S. Government and World Bank credits since 
the war to Latin America, Africa, and Asia have totalled about $160 million 
a year. As of February 28, 1950, the Export-Import Bank and the World 
Bank had further credit authorizations totalling $503 million outstanding 
to these areas. The table on the next page summarizes these credits. 

There was also a flow of capital from Great Britain, and in smaller 
amounts from other European countries, to underdeveloped areas with which 
those countries have special ties. Since Great Britain was receiving capital 
from the United States during this period, the financing of development in 
these other countries from British sources was in some ways equivalent to 
indirect American aid for their development. 

Deterrents to private investment —In general, the outflow of private 
investment funds has been limited by the investors’ lack of conviction that 
they are likely to earn a greater net return from such investments than from 
keeping their funds at home. There are many factors, both political and 
economic, which have in recent years added to the element of risk in foreign 
investments and have detracted from the probable returns. Because of these 
risks, there has developed a psychological factor which probably causes many 
investors to reject even those foreign investments which on careful examina- 
tion might prove very attractive. 

Some of the risks are due primarily to political or economic factors 
which are outside the control of the particular country that is seeking 
capital. Others arise largely from the attitude of the government or people 
of the underdeveloped country itself. 

One risk that belongs partly in each of these categories is the risk that 
the investor (whether a company which expands abroad or an individual 
who buys foreign securities) may later be unable to convert his interest or 
profits from a foreign currency into U. S. dollars, or to liquidate his invest- 
ment and reconvert his capital into dollars. In part, of course, this depends 
on the ability of the foreign country to sell its exports for dollars and 
thereby obtain the dollars to make such conversions possible. This is related 
to the whole problem of developing international monetary and trade rela- 
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CREDITS FROM U. S. GOVERNMENT AGENCIES AND FROM 
WORLD BANK TO LATIN AMERICA, ASIA, AND AFRICA 
(July 1, 1945 to February 28, 1950) 


(In millions of dollars) 


Undisbursed commit- 
Disbursements (less repayments) ments as of 
February 28, 1950 


By By 
Area Export- other By Export- World 
and Total Import U. S. World Import Bank 
Country Bank Agencies* Bank Bank 

Total fer these areas 775 257 452 66 395 108 
Total, Latin America 269 216 11 42 144 88 
Brazil 88 51 9 28 9 47 
Chile 62 57 —_— 5 28 11 
Mexico 72 63 — 9 27 25 
Total, Asia 481 33 424 24 246 20 
China 120 -11° 131 — 15 ~- 
India 67 — 43 24 — 20 
Indonesia 62 — 62 — 100 — 
Israel 14 14 — — 86 -- 
Philippines 65 -- 65 — — — 
Turkey 4} 17 24 -- 13 — 
Total, Africa 25 8 17 _- 5 --- 


* July 1, 1945 through December 31, 1949, only. 

» Repayments exceeded disbursements. , 

Sources: National Advisory Council on International Monetary and Financial 
Problems, Semiannual Report for period to September 30, 1949 (Washington, 1950) ; 
reports of Export-Import Bank, International Bank, and Clearing Office for Foreign 
Transactions. 


tionships that will be conducive to free multilateral trade. Importance also 
attaches, however, to decisions of the authorities in the particular country: 
the extent to which its economic policies will be directed to the promoting 
of production for export (rather than for domestic uses), and the extent 
to which the country will let its supply of dollars be used for meeting the 
claims of foreign investors as distinguished from being allocated to more 
imports. 

The U. S. Government has undertaken to negotiate treaties with foreign 
countries to assure equitable treatment for investors. It seems clear, however, 
that specific and binding provisions relating to all possible future situations 
cannot be formulated. Thus, while treaties may be helpful, the more im- 
portant assurance to the investor would be an attitude of fairness and 
friendliness among the people of the country to which he is sending his 


funds. 
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Similar considerations apply to other kinds of risks affecting a foreign 
investment. For example, investment in an enterprise abroad calls for some 
assurance that the laws and regulations of the foreign country will not place 
unfair obstacles in the way of operating at a profit. This cannot really be 
assured in advance by the terms of a contract or treaty. Any real assurance 
of such treatment can come only from the existence of influential public 
opinion favoring such treatment in the recipient country. 

The developing of such public opinion takes time. It may be hoped 
that the working out of the Point Four program — demonstrating the 
advantages which foreign technology accompanied by private capital can 
bring to receptive countries, and demonstrating the cooperative attitude which 
such countries can expect from investors coming within their borders — will 
gradually help to develop public attitudes of the kind that will encourage 
more investment. 

Governmental moves to get this process started’ include not only the 
negotiating of investment treaties (as mentioned above) but also the bills 
now before Congress to set up a guaranty system. Under these bills the 
Export-Import Bank would be empowered to issue guaranties against risks 
peculiar to foreign investment. Such guaranties might assure the investor of 
being able to convert his profits and reconvert his capital, up to agreed 
limits, into U. S. dollars. He would thus be protected against losses arising 
either from arbitrary action of a foreign country, in refusing to make dollars 
available, or to economic difficulties which might make it impossible for 
the foreign country (no matter how friendly its attitude) to provide him 
with dollars. 

The guaranties might also cover losses due to the seizure or expropria- 
tion of property without prompt compensation in dollars. It may prove 
difficult, however, to draw up a satisfactory definition that would distinguish 
“expropriation” from other kinds of actions which, while detrimental to 
the foreign enterprise, could hardly call for compensation under a U. S. 
Government guaranty.8 

Regardless of such Government guaranties or of possible changes in 
foreign attitudes, there remains for prospective U. S. investors the out- 
standing problem of whether a greater net return (after allowances for risks 
of loss) can be expected from foreign than from domestic investment. Dur- 
ing recent years the return on domestic equity investments in the United 
States has been high — so high that an investor has relatively little incentive 
to seek other fields for earning an attractive return. Should there be a 
decline in the return available from equity investments in the United States 
— especially if this decline should occur through a rise in the price of 


7 A Department of State document Point Four (Washington, _ 1950 — 167 
pages) gives a full presentation of the program. 

8 Further discussion of this difficulty appears in an article by Wu, ‘“Govern- 
ment Guarantees and Private Foreign Investment,” American Economic Review, Match 
1950, pp. 67-69. 
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equity securities rather than through a decline in companies’ earnings and 
dividends — this might radically change the relative attractiveness of foreign 
investment. 

Even with an increased degree of public confidence in foreign invest- 
ments, there would still be serious practical problems in the making of 
foreign investments by most investors. The average individual is not in a 
position to judge the merits of one foreign enterprise as against another. 
Furthermore, there would be the problem of liquidity. In recent decades 
American investors have shown an increasing preference for securities that 
are readily marketable or convertible into cash. This preference would be an 
obstacle to the making of foreign investments except in bonds of foreign 
governments or shares of very large enterprises. 

Under these circumstances there could develop an important function 
for investment trusts which can bring together the funds of numerous 
individuals and can undertake the investigations that ate a prerequisite to 
intelligent investment in equities abroad. Investment trusts would also 
provide the liquidity desired by American investors. While the investments 
held by a trust might have varying degrees of marketability, the shares of 
the trust itself would be saleable for dollars. 

This would not necessarily call for investment companies that would 
specialize in foreign investment. Under the assumption of a more favorable 
relationship between the returns available from foreign and from domestic 
investments, existing investment trusts might well decide that they could 
best serve their shareholders by undertaking to examine propositions in the 
foreign field and investing some part of their funds there. “Open end” 
trusts, which undertake to repurchase on short notice any shares that a share- 
holder may wish to liquidate, would of course have to continue keeping a 
large part of their portfolio in readily marketable securities. It does not 
appear impossible, however, for them to invest some part of their funds 
in items of less liquidity. 


Problem of Mobilizing Domestic Savings 


As indicated earlier in this paper, the mobilizing of a country’s own 
domestic savings is a most important part of the financing of its economic 
development. Countries borrowing money or receiving investment funds 
from abroad incur a future obligation to remit funds abroad, in order to 
repay or service the investment; to the extent that they can finance their 
development with domestic funds, they avoid such obligations. Therefore, 
even if unlimited dollar loans were available to underdeveloped countries, 
it would be to those countries’ interest to maximize domestic savings and 
channel them into useful investments. 

The generating of a maximum rate of domestic savings requires that use 
be made of the country’s existing resources, both manpower and material, so 
as to produce greater amounts of useful goods and services. At the same time 
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there must be measures to channel as much as possible of the country’s 
increased income into the kinds of savings that will further the development 
program — rather than into increased current consumption or into less useful 
forms of savings and investment. Such measures require both technical and 
administrative competence on the part of the country’s authorities, and they 
also require political strength. 

Technically, the developing and mobilizing of savings require a set 
of measures that will encourage increases in production and will, at the same 
time, limit or postpone the improvements in living standards that would 
otherwise be associated with increases in production. In most countries this 
calls for measures in the fields of taxation and credit control, as well as 
the devising of financial mechanisms in other fields adapted to the particular 
country. Drawing up such measures, and reconciling them with each other, 
is not easy. Putting them into effect involves real administrative problems ; 
these become especially difficult if they involve attempts to change abruptly 
from established methods and procedures of doing business. Politically, the 
authorities must be able to convince the population that the limiting of 
immediate increases in living standards will really redound to the country’s 
long-term benefit. 

Because such measures are so difficult to carry out, an underdeveloped 
country may try to bring about investment in desirable projects without 
having savings in sight to finance it. This can be done by having the coun- 
try’s banking system create more money or credit. This is, of course, in- 
flationary, since it results in a situation where the development project will 
be bidding against current consumption demands for a supply of resources 
that is inadequate to cover both. This leads to shortages and price rises, 
followed by demands for wage rises and the likelihood of an inflationary 
spiral. Nevertheless, it is a way whereby useful capital assets can be brought 
into existence. 

Only extremely skillful management can maintain economic progress 
under these circumstances. Otherwise, progress is likely to be stopped by 
pervasive dislocations of the country’s economic life, particularly the diver- 
sion of investment into assets likely to appreciate in value rather than those 
that will help development, and the further disappearance of domestic sav- 
ings. This in turn would lead to the country’s losing the confidence of foreign 
sources of investment funds.® 


Conclusions 


In order to speed their economic advancement, underdeveloped countries 


® The mobilizing of domestic savings (and general problems of economic de- 
velopment) are discussed in documents of the U. N. Department of Economic Affairs 
and in the proceedings of the U. N. Economic and Social Council. See especially 
“Methods of Financing Economic Development in Underdeveloped Countries” (Lake 
Success, 1949) and “Methods of Increasing Domestic Savings and of Ensuring Their 
Most Advantageous Use .. .” (1949). 
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need both a greater flow of capital from outside and the mobilizing of more 
savings at home. In addition, they need an adequate supply of technical skills 
to use these funds effectively. Each of these requirements presents difficult 
problems. 

As to the raising of outside funds, a large potential source is U. S. 
private capital. In fact, however, except for the investing of private U. S. 
capital in petroleum development abroad, the present flow of dollar capital 
is largely from U. S. Government sources and from the World Bank, and 
only a minority of funds from these sources has been going to under- 
developed areas. 

Any large increase in the outflow of U. S. private funds is obstructed 
by a combination of economic and political factors. On the economic side, 
high returns are available on equity investments in the United States while 
present international economic problerns add to the uncertainty of foreign 
investments. Apart from such economic considerations, however, a larger 
flow of private capital would require that there exist in the recipient coun- 
tries the kind of public opinion that would really assure fair treatment to 
such investments. Such changes in public opinion take time. 

Finally, even if there were a new confidence in foreign investments, the 
individual investor would still have difficulty in buying foreign securities 
intelligently. Foreign investment by investment trusts might be an answer. 

The mobilizing of a country’s domestic savings calls for measures that 
are often hard to formulate and to carry out, but the benefits are so impor- 
tant that countries have a great incentive to undertake such measures. 
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ECONOMIC DEVELOPMENT AND WORLD TRADE 
By Arthur J. Brown 


The effect of development on world trade patterns and on the 
dollar problem and probable benefits to Europe and the under- 
developed areas. 


Development in one part of the world exerts an economic effect on 
other parts mainly by changing the direction, composition, or volume of 
their international trade in goods and services. Every country is likely to 
ask concerning any scheme of development, therefore, ‘How will this affect 
my trade?” More particularly, most countries, thinking of the most con- 
spicuous problem now confronting economic statesmanship, will ask, ‘“How 
will this affect the dollar shortage?” 


The Effect of Economic Development on Trade Patterns 


To begin, it seems best to glance at the nature of the economic develop- 
ment that has been going on in the past century, and to see how this has 
affected international trade. One fact immediately emerges; until 1914, the 
nature of world development was such as to expand international trade at an 
enormous rate. Between 1850 and 1914, international trade increased tenfold 
in volume; its average annual rate of expansion over that period (4 per 
cent per annum) was probably something like twice the rate of expansion 
of total production, or income, in the world as a whole, and more than 
five times the rate of increase of world population. 


The essence of the process was that the development of factory industry 
began in one country and gradually spread to others, as the social and 
economic conditions within them were modified so as to make this possible. 
Since favorable conditions were realized at very different times in different 
countries, those in which they arose first tended to become manufacturers 
for the rest of the world as well as for themselves —tc become large net 
exporters of factory products. As the manufacturing area of the world 
gradually extended, this position was bound to be modified; the heavy 
specialization of the earliest industrialized countries on factory industry was 
partly a product of their unique advantages, which were gradually removed. 


This might seem to imply a very sharply adverse effect on the position 
of the older industrial countries. There were, however, a number of factors 
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which worked in the opposite direction, so that this implication requires 
further examination. In the first place, industrialization increased total 
purchasing-power in the countries of later development, which, in itself, 
increased the demand for the older industrial countries’ products. Secondly, 
during the period under discussion, industrialization which made some 
newly-developing countries’ economies more competitive with those of the 
old industrial countries was largely offset by the opening-up of other terri- 
tories in such a way as to make them more complementary with industrial 
countries. What happened to world trade, and to the fortunes of the older 
industrial countries, therefore depended on: 


1. the extent to which economic development elsewhere increased 
incomes. 


nN 


the extent to which it was complementary, or, on the con- 
trary, competitive in nature with the existing exporting in- 
dustries of the old countries. 


It can be taken that economic development has to some extent increased 
incomes virtually wherever it has taken place; though the extent varies. 
There are two kinds, or stages, of development in which it may be presumed 
that the increase of income is very great. First, this is true of the initial 
opening up of a territory to international trade. The investment in this 
stage consists mainly of the creation of means of transport, and to some 
extent of fixed and working capital for mining or agriculture. The great 
railway-building of the nineteenth century in the Americas, Russia, India, 
Australia, and parts of Africa, together with the associated establishment 
of primary production (mainly of an extensive kind) in the territories so 
opened up, was of this nature; it brought, about an enormous expansion of 
income (of which only a fraction was reflected in the profits of the invest- 
ment directly concerned), and made possible a great increase of population. 
both in the territories so opened up, and in Europe. 


Secondly, development may be very effective in raising income if it 
takes the form of a growth of manufacturing industry in countries where 
population is high in relation to natural resources, though the initial op -n- 
ing-up of the country by railway, road and waterway has already taken 
place. In such countries, the drawing of agrarian population into manufac- 
turing industry may involve little if any diminution in agricultural produc- 
tion, because there are more people on the land than can be fully occupied 
there. Moreover, even after the “surplus” is removed, the per capita produc- 
tivity of the rest of the agrarian population, with little land and little capital 
per unit of labor, is likely to be low compared with what can be achieved 
even by little-trained labor in quite lightly-equipped factory industry. Work- 
ers in, for instance, cheap textile or clothing factories may have an output 
three or four times as great (in money terms) as workers in agriculture, and 
a good deal of industrialization may be possible without diminishing the 





———e ee 








1€ 





EIS PEP ee 





Economic Development and World Trade 35 


output of agriculture at all. Japan provides the classic case of development 
of this kind, but much the same has happened elsewhere — to some extent 
in India and Eastern Europe, for instance. 


A high average productivity of labor in manufacturing industry rela- 
tive to that of agricultural labor prevails also in some of the more highly- 
developed countries where land is more plentiful, including the United 
States, and, still more (at an intermediate level of development) in the 
Soviet Union, where the movement of population from agriculture to 
manufacturing has been far the greatest source of increase in the national 
income. One reason for this, however, is that these countries, despite their 
relative richness in agricultural resources, have their agrarian populations 
in some degree mal-distributed in relation to those resources. 


Where agricultural resources are plentiful in relation to population, 
agricultural labor is fairly well distributed geographically, and the opening- 
up of the country to trade has already taken place, the gains in income from 
further development are likely to be less spectacular. The newly-settled areas 
of the Southern Hemisphere, in particular, would probably in the past have 
added little to income by any transfer of population from agriculture to 


.manufacturing, though some of them may now have reached the point 


where substantial increments in population would add more to income by 
going into secondary production than into primary. 


It is harder to generalize about the complementarity or competitive- 
ness of economic development with the economies of other countries. The 
opening-up of new territories for trade and settlement naturally promotes 
production highly complementary with that of the highly-industrialized 
parts of the world, and, since (as has already been mentioned) it tends to 
produce a spectacular increase in real purchasing-power, it is particularly 
powerful in stimulating international trade. The prevalence of develop- 
ment of this kind in the later half of the nineteenth century was equally 
important with the rise of localized factory industry in producing the ex- 
plosive growth of international commerce which marked that age. 


The growth of secondary industry within the less-developed territories, 
on the other hand, seems at first sight to be almost entirely competitive 
with the existing industrial exporters. Everything, however, here depends 
on what kind of industry they develop. If they are industries producing 
for the home market goods which have hitherto been imported, then 
they are clearly competitive-— most of the early textile, clothing, hard- 
wear, and engineering industries of the less-developed countries doubtless 
have this character. If they produce for the home market goods which it 
would not normally pay to import (e.g., some building materials) they 
are neutral in the present respect. If they process domestic produce for ex- 
port, then, unless similar processing industries have already been, or might 
economically be set up in the more advanced countries to deal with imported 
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raw materials, they are complementary. The dairy and meat-packing in- 
dustries are the clearest examples here. 


The most important question for the highly-developed countries, con- 
cerning the course of events in the less-developed ones, is thus whether 
the opening up of new territory and the establishment of neutral and com- 
plementary secondary industries will predominate, or whether there will be 
mainly a development of secondary industries competitive with their export- 
ing interests. Which kind of development is likely to predominate (if 
economic calculations prevail) depends partly on the character of the coun- 
try concerned and partly on the situation in world markets. The country 
with a crowded and under-nourished agrarian population, which has hitherto 
exported mainly cereals (as was true of most of south-eastern Europe until 
quite recently) will probably find it most effective to turn its surplus popu- 
lation to manufacturing some of the things formerly imported, thus increas- 
ing internal demand for the foodstuffs formerly exported. The country 
where labor is not over-abundant in relation to natural resources (e.g., most 
South American countries) is more likely to have opportunities of opening 
up its resources further, but (quite apart from this) it is also more likely 
to be able to turn its agriculture to the production for export of more 
advanced or partly-processed foods (meat and dairy produce) or industrial 
crops which it can process for export. A country of the former type is likely 
ultimately to develop in the likeness of old, specialized, manufacturing 
countries of Europe, as Japan has done; the path of development of the 
latter kind is marked out by Australia, Canada, and (for some of them, 
perhaps) the United States. 


The State of World Markets and Development 


For all countries, however, the direction of development is profoundly 
affected by the state of world markets, and particularly by the current condi- 
tion of their balance of payments and terms of trade. The relative profit- 
ability of opening up new sources of primary products for export, and of 
replacing manufactured imports by home production depends largely on 
the world terms of trade between the primary products and the manufac- 
tures concerned. Adverse terms of trade for a primary-producing country 
ate likely to go with balance of payments difficulties — partly because of 
reluctance to lend to a country whose staple export commodities are de- 
pressed. Protective measures on the part of the government are likely, there- 
fore, to reinforce the interest of private enterprise in turning to import-re- 
placing industries. It is noteworthy that the two periods (apart from wars) 
in recent history when world trade in manufactures has conspicuously failed 
to keep pace with world output of manufactures, were the periods when 
terms of trade turned most sharply unfavorable to primary producers. 
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The effects of these various factors on the position of the older in- 
dustrial countries are hard to discern, but the story appears to have been 
something like the following: from 1850 to 1875 or 1880 there was a rapid 
growth of complementarity between the United Kingdom and various other 
countries (including some in Continental Europe) and international trade 
increased at least 21/, times as fast as world income, while terms of trade 
between manufactures and primary products remained fairly constant — 
manufactures (owing to the recent improvements in technique) being much 
cheaper relative to primary products than ever before. British investment 
was largely directed outwards, towards the opening up of territory all over 
the world, mainly through railway-building. 


After 1875 or 1880, the United Kingdom began to feel the breath 
of competition from other manufacturing countries. At the same time, the 
effect of the earlier and current railway-building overseas began to be 
manifest in a flood of cheap grain from the continental interiors of America 
and Asia. This improved the terms of trade of all manufacturing countries, 
though it caused development in some countries (perhaps most notably the 
United States) to be pushed more in the direction of manufacturing indus- 
try than hitherto. Byt the end of the century, the US was a net exporter 
of finished manufactures, as well as of farm products. In this period, world 
trade increased only about 11/, times as fast as world income. In the years 
1900 to 1914, there was little furher change in the terms of trade; world 
primary and manufactured production roughly kept in step. 


The First World War greatly encouraged an import-replacing type of 
industrial development in underdeveloped countries, so that the trend of 
world trade in manufactures fell far below that of manufactured output. 
At the same time, however, it encouraged further expansion of primary 
production, especially in North America, which, together with the subse- 
quent restoration of European agriculture, the check to population growth 
due to the war, and the slowness of industrial recovery in Europe, shifted 
the terms of trade very sharply in favor of manufacturers. Increased com- 
petition from the United States and Japan, and the import-replacing nature 
of overseas industrialization simultaneously shifted the balance of trade 
sharply against the old European industrial countries. The United Kingdom, 
in particular, began to live on part of her income from overseas investments, 
whereas up to 1914 she had reinvested it all as it came in. American and 
British investment in overseas countries was still used largely for “opening- 
up” and improving techniques in primary production. 


The 1930's — partly because of the stagnation of demand in the United 
States, and the consequent shutting-off of the supply of dollars to the out- 
side world, and partly because of the collapse of attempts to hold up the 
prices of primary products by ill-conceived control schemes in the later 
1920’s — brought about a still further shift in terms of trade in favor of 








38 Columbia Journal of International Affairs 


manufacturers. The old manufacturing countries were much helped by this 
(as by earlier changes in the same direction) ; but were hurt by a conse- 
quential sharp movement towards import-saving types of development over- 
seas, which was part of a general growth of trade restrictions. The United 
Kingdom was also much injured by the fall in her investment-income from 
the depressed primary producing countries. The net result was a still further 
worsening of the old industrial countries’ balances of trade, despite an im- 
provement in their terms of trade. In this period, the absolute volume of 
international trade ceased to grow at all, despite continued expansion of 
world income. The Second World War has again (like the first) produced 
an import-saving type of development everywhere, most notably in the 
United States. The balance of payments of the old industrial countries of 
Europe has again been worsened, and (taking them as a whole) is still 
very unfavorable. They have not been helped this time by a general im- 
provement of their terms of trade, probably because of the much more rapid 
world industrial recovery since 1945, as compared with that after 1918. 


The whole story is essentially one of worsening of the balance of pay- 
ments in the old industrial countries, due, no doubt, to the loss of their 
original position as the “workshop of the world,” but more particularly, 
to four bursts of an “import-saving’” type of development overseas. This 
worsening has happened in spite of a great improvement in the terms of 
trade which they have experienced along with all other predominantly 
manufacturing communities. 


This discussion, partly historical and partly general, may perhaps serve 
to provide some criteria by which to judge the probable effect on world 
trade of development in particular countries and in particular hypothetical 
circumstances. Broadly, it is likely that development in the thickly-populated 
parts of Eastern Europe and Asia will be competitive with the older indus- 
trial countries and, in the earlier stages, restrictive of international trade as 
a whole. This probability arises from the economic nature of the case, quite 
apart from any reinforcing considerations connected with the political 
regimes of some of the countries concerned. That Western Europe is de- 
prived of $21/, billion of supplies from Eastern Europe, reckoned at present 
prices, as compared with pre-war is not entirely due to the Iron Curtain. 
South America, Africa, and Australia are a different case; the course 
of their development will probably be more sensitive to terms of trade be- 
tween the various classes of commodity that enter, or might enter, into their 
external trade in one direction or the other, and to the general directions of 
policy. The old industrial countries are faced in any case with a most 
formidable problem of adjustment. One of their chief hopes must lie in 
an absence of unduly autarkic types of development in these areas which 
are still rich in natural resources per head of their population. 
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The Dollar Problem 


So much for the general trade position; what can be said of the dollar 
problem in particular? This problem is quite simply, a matter of favorable 
United States balances of payments on current account with almost every 
other country in the world. As compared with the pre-war position, United 
States exports are doubled in volume, while imports are very little increased. 
With some countries (e.g., the United Kingdom) the favorable American 
balance is little greater (in real terms) than before the war; with others 
(e.g., most of western Continental Europe and the Sterling Area outside 
the United Kingdom) it is vastly increased. 


Now, in one sense, it is possible to “explain” the dollar-shortage almost 
entirely as a consequence of an increased degree of self-sufficiency in the 
United States economy, due, not to public policy (which has worked in 
the opposite direction) but to war-time and immediate post-war adjust- 
ment to a situation in which many goods formerly imported were largely 
unobtainable from the old foreign sources. If American imports in 1948 
had borne the pre-war relation to American real income and to the price 
level of imported goods measured in terms of the prices of American goods 
of roughly the same class, then there would no more have been a dollar- 
shortage in 1948 than there was in 1936-38. America’s prosperity would, 
but for structural changes within the American economy, have pulled im- 
ports up to the present very high level of exports. 


But why are American exports so high? To some extent, because 
they are cheap and readily available in comparison with others. This has 
perhaps been a main factor in non-European markets, where devaluation 
may be found to have brought about a very considerable shift of demand 
from American to European goods. To a large extent, because total 
post-war demand for imports, outside America, has been abnormally high, 
owing to war-time backlogs of demand, to special reconstruction demands, 
and to the disruption of European agriculture. To a considerable extent, 
also, because of the non-availability of alternative sources of supply in 
Germany, Eastern Europe, or the Far East. 


All three of these reasons, or groups of reasons, are likely to be tem- 
porary. Unless American imports fall drastically, the general dollar short- 
age (or the American favorable current balance) may be expected to de- 
cline —as it has already declined since 1947. The dollar difficulties of 
the various regions of the world are, however, of very different degrees of 
urgency and stubbornness, and Western Europe has a particularly difficult 
adjustment to make, having been hard hit both by the trend of develop- 
ment in many of the less-developed parts of the world, and by the in- 
creased self-sufficiency of the United States. Since Western Europe is the 
most dependent on external trade of all the great centers of population, 
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it is important to consider the course of events in underdeveloped coun- 
tries in some relation to European problems. 


Benefits to Europe 


The European countries are themselves responsible for economic policy 
in many of the underdeveloped areas, and are now fostering development 
in those areas more vigorously than ever before. Entrepreneurs have in the 
past sought profit in these areas with not unimpressive results, and gov- 
ernments have built railways, but at no time have the metropolitan govern- 
ments had as good reason to promote development along particular lines 
as they have now. The aim, of course, is to produce goods which will 
either sell for dollars or replace goods for which dollars now have to be 
paid — foodstuffs and raw materials. The recent Annual Report of the 
Organization for European Economic Co-operation mentions that schemes 
of this kind are formulated, or are being formulated, which call for a 
total capital outlay over a number of years of more than seven billion dol- 
lars. The British groundnut scheme, despite its unpropitious start, must rank 
as a pioneer work in this field. 


These schemes of development are obviously designed to be comple- 
mentary with Western Europe; without them, there would be little hope 
of any restoration within a reasonable time of equilibrium between the Old 
World and the New at a standard of life for the former bearing any re- 
semblance to its present one. They are likely, however, to work not only 
to Europe’s advantage; the United States is already a net importer of many 
of the products whose output is to be increased; the dependence on external 
sources of these commodities, and of other raw materials and foodstuffs, 
is likely to increase rather than decrease. Twice in recent history —in 1910- 
15 and again in 1925-39—the United States has passed into what would 
seem to be its destined position as a net importer of farm produce on a 
considerable scale. The First World War made it a net exporter again — for 
les than a decade. The Second World War made it so once more; yet despite 
farm prosperity, the drift of manpower from the land has been more rapid 
than ever before. The United States is now no more an agricultural coun- 
try (to judge by the criterion of occupational structure) than the United 
Kingdom was in 1880. Unless the course of events is very drastically 
changed, it is unlikely to be many years before the United States has a net 
food-importer’s interest in the availability of overseas supplies. 


Benefits to Underdeveloped Areas 


Finally, however, it must be asked whether a mode of development 
which makes them complementary with Western Europe (and to some ex- 
tent, ultimately, with the United States) is satisfactory for the countries 
themselves. It is all the more necessary to ask this because questions have 
recently been raised about the benefit which these and similar territories 
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derived from the large investments made in them in the past. These are 
serious and proper questions; heavy specializations by a country on primary 
products for export has in many instances proved unfortunate for it, either 
because it meant that all its eggs were in one basket — and that a very 
unstable one— or for the more general reason that the terms of trade in 
the last eighty years have moved against the primary producer. It is true, 
also, that there has been some monopolistic exploitation of underdeveloped 
countries by European (and even American) trading companies, and that 
there has often been too little introduction of the people of the country 
into the more highly skilled and responsible occupations. 


But this does not mean that underdeveloped countries have got noth- 
ing out of foreign investment in them unless it has brought about indus- 
trialization, nor that to remain a net exporter of primary products is to be 
exploited and economically immature. The trend of the terms of trade 
against primary producers in the last eighty years is a historical fact, but 
it is not a law of nature; the terms had, in fact, swung much further in 
the opposite direction in the preceding two centuries, and they may well 
swing in favor of the primary producer again (as Mr. Colin Clark forecasts). 
The countries concerned have generally acquired, as a result of foreign in- 
vestment in them, at least the skeleton of a transport system; the most ex- 
pensive pre-requisite of any considerable economic development. They may 
not have advanced much beyond this “opening-up” stage, but in many in- 
stances the question where they should go from there has only recently 
arisen. 


Where should they go from there? There can be little doubt that 
any considerable development ought to include some growth of factory 
industry; this is a feature of every wealthy community of any considerable 
size, even if it is a large exporter of primary products. Australia, Argentina, 
Denmark, and (probably) New Zealand all now produce more of their 
national incomes by manufacture than by primary production. Without 
this, a reasonably high level of productivity per head can be attained (or 
maintained) only at the cost of a very low population density in relation 
to natural resources — lower, probably, than that already existing in most 
underdeveloped countries. It is possible, too, that an excessive rate of popu- 
lation growth can be avoided (apart from Malthus’ ‘‘positive check” of 
starvation) only where there is a considerable degree of urbanization, 
which under modern conditions tends to imply cunsiderable factory in- 
dustry. This, however, is highly speculative. 


At all events, it is safe to say that, as has been suggested above, popula- 
tion density in relation to agricultural resources is, in the end, the most 
reliable criterion on which to found judgments as to the structure of trade 
which is ultimately appropriate. Japan, and probably China and India, 
were too thickly populated to remain, or to become, large sources of primary 
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products; for them the path of progress lay, and lies, in industrialization 
carried to the point where net importation of manufactures becomes small 
(in relation to output) or turns into net exportation, with little net export, 
or a net import of primary products. For the less thickly populated terri- 
tories of Africa and South America, with great potential agricultural re- 
sources, that is not so. Although manufacturing industry will, and ought 
to grow, there would clearly be a waste of world resources if net exports 
of primary products were not high—the greater part of all these coun- 
tries’ exports. 
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POPULATION AND CHANGE IN BACKWARD AREAS 
By Kingsley Davis 


Can industrialization of the underdeveloped areas 
be achieved in the face of their population problems ? 


The preoccupation with “two worlds” in the sense of communism 
versus democracy has obscured another dichotomy that is probably more 
profound — that between the archaic agricultural nations and the modern 
industrial nations. This division, which cuts across the other, results from 
the fact that the industrial revolution has spread from its point of origin in 
Europe to only a few other areas of the globe. In the meantime, the indus- 
trial nations have enjoyed such an advantage that they have been able to 
dominate the still agricultural nations politically and economically, and this 
dominance has resulted in conditions that make it difficult for the latter to 
emerge from their non-industrial state. 


The Archaic Agricultural Countries 


A country can be regarded as still agricultural if 50 per cent or more 
of its occupied males are engaged in farming and allied pursuits. This 
excludes countries such as Argentina and New Zealand whose agriculture 
is mechanized and thus supports a substantial labor force in secondary and 
tertiary industry. Applying the 50-per-cent criterion and using computations 
and estimates made by the Bureau of Applied Social Research, we find 
that the archaic agricultural countries and colonies embrace three-fourths of 
the world’s area and people. They embrace a far larger proportion of the 
tropics than of the temperate zone. By continents the percentage of the 
population in this type of country is as follows: 


TABLE I 
Per Cent 
re re ere 76 
PMEGR OA, ins ahr ie Fe WAS Sere tiok 100 
ee Gi SI se oes a sd sees caees 93 
Central & Caribbean America........ 87 
Spee EIA oh sos sos RR ermrare-deo 77 
a) rere ee 30 
PPE asa 5k SEs ec cas ewes ds None 


One of the striking facts about the archaic agricultural countries is that 
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they have a much higher agricultural density than the industrial countries. 
They have, for example, an average of approximately 106 males engaged 
in agriculture per square mile of agricultural land, whereas in the industrial 
countries the figure is only about 34. Table 2 shows that the more agricul- 
tural a country is (in our sense of the term) the more densely settled is 
its agricultural population. 

TABLE II 


AGRICULTURAL DENSITY ACCORDING TO DEGREE 
OF AGRICULTURALISM 


Per Cent of Agricultural Males 
Occupied Males per Square Mile of 
in Agriculture Agricultural Land 
0 - 29.9 21.00 
30 - 49.9 54.64 
50 - 69.9 68.07 
70 + 130.88 


Japan is the major exception to the general rule. Although an industrial 
country, it has almost 400 agriculturally engaged males per square mile of 
agricultural land. Its case is interesting, because it shows that labor-intensive 
agriculture can be combined with modern industrialization. Japan, of course, 
started its industrialization with a much higher rural density than any 
other industrial country ever started with. 

The gap between industrial and agricultural countries can be illustrated 
in numerous ways. In 1939 the average per capita income for 29 countries 
that were agricultural according to our definition was $68 per annum, 
whereas in 21 industrial countries it was $305 per annum, or four-and-a-half 
times as great.1 In 1947 the average proportion illiterate aged 10 and over 
was 68 per cent in the agricultural countries but only 3.3 per cent in indus- 
trial countries. In the same year the agricultural countries had 9.9 per cent 
of their population living in cities of 50,000 or more, whereas the industrial 
countries had 31.3 per cent living in such places.? It can be seen that a 
very wide chasm separates the two countries not only in terms of rural density 
of population but also in terms of the earmarks of civilization. 


The Impact of the West 


Although the agricultural countries have remained non-industrial they 
have nevertheless been greatly affected by industrialization in other areas. 
They have evolved a new mixed type of society based on contact with and 

1 Computed from Howard S. Piquet, “Point Four and World Production,” Annals 
of the American Academy of Political and Social Science, Vol. 268 (March, 1950), 
pp. 150-151. The averages are not weighted by population. 

2 Based on computations and estimates of literacy and urbanization for the 


world’s countries and colonies made by the Division of Population Research, Bureau 
of Applied Social Research. 
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subordination to the industrial peoples. Their agriculture has tended to 
become commercialized. Their people have been drawn into a money econ- 
omy. Their handicrafts have been destroyed or reduced in importance by 
cheap foreign manufactures. Their leaders have become identified with 
foreign masters. The profits of their work have been siphoned off, with 
a little left over to finance local industrial progress. Their death rate has 
been reduced, but their birth rate has remained static because the people 
have remained agricultural and uninstructed. As a consequence their popula- 
tion has grown less rapidly than in industrializing countries but nevertheless 
rapidly enough to add greatly to already heavy densities. They have there- 
fore reached, in many cases at least, a melancholy state in which great 
numbers in relation to developed resources live at extremely low levels. The 
demographic situation makes it very difficult for them to industrialize and 
thus escape from their poverty, especially since rapid population growth has 
been the normal accompaniment of industrial development. These heavily 
peopled industrial areas therefore face the prospect of very great increases 
in numbers if they industrialize, although the population is already so great 
that industrialization is difficult. 

It has naturally occurred to many people that if somehow the threat of 
great future increases of population could be obviated, the process of in- 
dustrial development and modernization could be facilitated, and that cer- 
tainly the ultimate standard of living would be greater than it would 
otherwise be. But the prospects of removing the demographic threat do not 
appear promising. 


Migration, Birth Control and Industvialization 


It has sometimes been suggested, for example, that migration might 
hold a solution. Indeed, since many of the industrial peoples have reached 
a stage when their numbers are no longer growing, it has sometimes been 
maintained that they should open their doors to Asiatics and others from 
densely settled agricultural countries, thus relieving population pressure in 
the rest of the world and aiding the process of modernization. It has also 
been suggested that the world’s “empty spaces’’ controlled by European 
peoples, such as the western part of the United States, much of Australia, 
Central and South America, and parts of Africa, be opened up to Chinese, 
Indian, and Indonesian settlement.? The truth is, however, that the industrial 
countries with a declining rate of population growth either already have 
dense populations (as in Europe) or have very restrictive immigration 
policies with respect to Asiatics. Short of conquest, most of the so-called 
empty spaces are not open to colonization by the only kind of people who 
can settle in them under conditions of low capitalization.* Furthermore, since 


3 See Radhakamal Mukerjee, Races, Lands, and Food (New York: Dryden 
Press, 1946) and Migrant Asia (Rome: Tipografia Failli, 1936). 
4 See W. D. Forsyth, The Myth of Open Spaces (Melbourne: Melbourne Uni- 
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the proportion of the world’s population now living in overcrowded agri- 
cultural regions is quite high, the amount of emigration required to really 
aid them in solving their demographic problems would be astronomical in 
comparison to any previous mass migration in human history, and unless 
somehow the basic structure and economy of the rural societies were changed, 
they would simply build up again to their old population densities. In turn, 
the same patterns of dense settlement in agriculture at low levels of living 
might be repeated in the remaining open spaces of the globe, with a net 
loss rather than gain to human civilization. Migration therefore does not 
offer a promising solution. 

The next question is whether other forms of population control might 
be exercised in the crowded regions of archaic agriculturalism. Here, too, 
the prospects are far from promising. In the past history of modern nations 
a decline in fertility has accompanied or followed industrialization. It there- 
fore seems questionable to assume that such a decline can be made to 
precede and thus help along the process of economic development. Actually, 
we do not know enough about peasant attitudes toward family size. Not 
enough scientific research using modern methods of attitude and opinion 
measurement has been utilized in western countries, and certainly not enough 
in the crowded agricultural regions of the world. It would therefore be rash 
to state categorically that a decline in peasant birth rates would be im- 
possible to bring about. The invention of long-term and more convenient 
birth control techniques than those now in use, the employment of modern 
means of public education and propaganda, and the experiment of an all- 
out government campaign to bring down fertility might conceivably yield 
results in countries such as India, China, Java, and Egypt. But the truth is 
that no government is likely to throw its weight entirely behind such a 
movement, because the reproductive mores are too embedded in non-ra- 
tional sentiment for the public to give its strong support. 

We are left, then, with the only apparent solution — namely, a pro- 
gram of rapid industrialization. The hope is that industrial growth can be 
made so quickly that it will get ahead of population growth and eventually 
solve the population problem not only by providing a higher standard of 
living for the population and the inevitable growth of numbers dur- 
ing the process of economic development, but also by bringing those 
new social conditions that will cause people voluntarily to limit their off- 
spring. In short, it is hoped to repeat the experience of the now industrial- 
ized countries, but more rapidly. 


The Priority of Human Necessities 


Actually nearly all of the governments in underdeveloped areas are 
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pinning their faith on industrialization. The obstacles, however, are many 
—not the least of which is population density, which is one of the prob- 
lems that the program is designed to solve. Most of the crowded rural 
countries have long been the victims of a colonialism or semi-colonialism 
which has built up their population without giving them a sense of na- 
tional statesmanship and self-discipline or a balanced economy. Their peo- 
ple have become a sort of agricultural proletariat serving the industrial 
world. They are faced with superior competition even on the agricultural 
side from countries that have a high ratio of resources to population. In 
fact, the areas that have recently become industrial or mechanized seem to 
be those that are sparsely settled, such as Australia, New Zealand, Argen- 
tina, Brazil, Russia, Canada, and the United States. It is not easy to believe 
that the heavily peopled rural areas of today, especially when they embrace 
huge population aggregates like India, Pakistan, Egypt, and Java, can rapidly 
and smoothly make the transition to an industrial regime. 

In general heavy density and potentially fast population growth tend 
to focus economic effort on consumption rather than heavy industry. The 
swollen masses are so deprived of the immediate necessities of existence 
that everything is expended on the imperative task of simply maintaining life. 
As their bare necessities are met the masses tend to multiply so fast that 
the supply of food must be constantly expanded. This makes it hard to 
accumulate the surplus and invest the time necessary to develop heavy in- 
dustries, even though in the end the heavy industries would yield a greater 
amount of consumption goods. Most of the crowded people are so near 
the subsistence point that they cannot save. They tend to borrow for con- 
sumption purposes and thus to get into the vicious circle of impoverished 
indebtedness. Even when they can save they feel so insecure that they pre- 
fer a high liquidity of their assets to a modest interest through investment. 
In this way the amount of investment capital produced by the population 
tends to be small, and for this reason too, the amount of capital that can 
be borrowed from foreign sources is not great, especially since the new 
nationalism in many of the countries in question makes for suspicion and 
limitation of the use of foreign capital under conditions acceptable to the 
lenders. Finally, it is particularly difficult for a democratic government 
to ignore the tragic wants of the majority of its citizens in order to build 
a heavy industry for the future. It feels constrained to use its economic 
means to feed, clothe, and shelter the people when they are in dire poverty 
and when there will be many more of them tomorrow than there are today. 

An agricultural country has mainly its agriculture as the means for fi- 
nancing an industrial program. But peasant agriculture does not furnish the 
technical personnel and the experience required for industrialization. An 
industrial revolution does not depend solely on capital; it also depends 
on a tradition of science, or impersonal law, of competent government ad- 
ministration, and of competitive enterprise. These traditions cannot be 
acquired overnight. At the same time an overcrowded peasant population 
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makes for inefficiency in agriculture itself. It carries a tremendous burden 
of unemployment and underemployment, of fragmentation of holdings, of 
dispiriting and wasteful subinfeudation, of unproductive indebtedness, and 
of low capitalization and soil erosion. Most of the land is devoted to food 
crops for subsistence rather than to commercial crops for the accumulation 
of an investment surplus. The country thus has little that it can export to 
pay for the importation of machinery and other necessities of heavy indus- 
try. The situation reaches its ultimate futility when the food requirements 
of the swollen population become so great that an agricultural country be- 
comes an importer of agricultural produce — that is, when the total value 
of agricultural imports exceeds the total value of agricultural exports. Ac- 
tually, this paradoxical condition is impossible to reach except when ship- 
ments of food are received through the charity of other nations, but several 
countries of the world are headed in that direction. 

It should be mentioned, also, that a country with rapid population 
growth attributable to an extremely high fertility and a high but somewhat 
lower death rate is one that has an unusual burden of young-age dependency. 
The proportion of dependents to people in the productive ages is unusually 
large. Also, much of the energy of the people is wasted in useless reproduc- 
tion. Women give birth to and nurse millions of babies each year who are 
destined to die before they reach a productive age. In addition, the in- 
evitably high mortality in such a population — high but not high enough 
to cancel the higher birth rate — is always associated with excessive morbid- 
ity. Disease, undernourishment, malnutrition, and injury lead to lethargy 
and absenteeism, and hence to inefficiency.® 

There seems little doubt that mechanization and modernization will 
eventually come to all major areas of the world. There is no reason to think 
that this newest stage in human cultural evolition will remain only partially 
diffused, that the countries of the earth will permanently remain divided 
into two distinct worlds, the one of illiterate agriculturalism and the other 
of literate urban-industrialism. The statistics on literacy, urbanization, and 
manufacturing indeed show that modernization is going forward nearly 
everywhere, though in some cases at a slow pace. The main question is 
how, and under what conditions, the diffusion of industrial civilization 


will be completed. 
Was Malthus Right? 


In view of the formidable obstacles to industrialization in under- 


5 A fuller analysis of the economic ills of crowded areas and agriculturalism is 
contained in the writer’s forthcoming volume, The Population of India and Pakistan 
(Princeton: Princeton University Press). See also D. Ghosh, Pressure of Population 
and Economic Efficiency in India (New Delhi: Indian Council on World Affairs, 
1946)—a book which will shortly appear in an American edition with an introduction 
by the writer; and Harvey S. Perloff, Puerto Rico’s Economic Future (Chicago: Uni- 
versity of Chicago Press, 1950). 
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developed and crowded regions, it seems utopian to look for a smooth 
transition to modernism. The sheer size of prospective population gains 
alone discourages this view. Much more likely seems the possibility that 
strife and turmoil, which at once reduce the existing demographic glut and 
sweep away old institutions and vested interests, will be the mechanism by 
which the present vicious circle will be broken. One indication that this 
may be the actual course of events is the present struggle going on between 
two massive politico-economic systems. The underdeveloped areas may 
become the battleground of still another major conflict, one fought with 
new material and psychological weapons and more deadly than any past 
conflict. Out of such a major struggle might come a new stability and 
eventually a new population balance based on low birth rates and low death 
rates, more efficient than the old and consequently giving human beings 
a higher standard of living. 

Such a prospective means to a solution of rural overpopulation is, of 
course, distasteful. One hopes, therefore, that other means may be found. 
One likes to think that a combined program of rapid industrialization 
(with help from the older industrial countries), of strategic emigration, 
and of all-out birth control campaigns might furnish the basis for a less 
disastrous transition to modern civilization in the great underdeveloped and 
heavily peopled areas of the world. There is, indeed, a good deal of effort 
designed in one way or another to implement such a program. But from 
a strictly scientific, or dispassionate, point of view the chances do not appear 
good. The democratic nations must therefore be prepared to face a struggle 
of major proportions, and to fight their battle wherever and however it 
may become necessary. Unfortunately, the world demographic situation, 
partly the consequence of Western dominance and the partial diffusion of 
industrial culture, is one of the reasons why this unwelcome but possible 
eventually must be faced. 
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THE IMPACT OF INDUSTRIALIZATION 
ON INDIAN SOCIETY 


By Ghandikota V. Subba Rao 


A case study illustrating the typical socio-economic problems un- 
derdeveloped countries face in industrializing their economies. 


The march of the machine has been the greatest single factor in recent 
history — in fact, in the history of all civilizations, cultures, and societies. 
To history in general, and to Indian history in particular, the march of 
invading armies and peoples is not at all a new phenomenon, but in spite 
of them, the Indian social organization showed through ages a remarkable 
stability, at least so far as its primary units were concerned. The self-sufficient 
village with its well-knit occupational-cum-religious caste system, integrating 
and harmonizing the interests of a host of people — organized not on a 
purely individualistic and competitive basis, but on a solid framework of 
that unique system of cooperation, the joint family — has time and again 
withstood both external onslaughts and internal dissensions and conflicts. 
Diverse cultures, races, and tongues have been absorbed into the general 
stream of Indian life without ever inundating its banks. But the situation 
could not last long. The corrosive influence of time produced its inevitable 
scars and ere long, rigid institutionalization erected those impregnable walls 
of narrow isolationism and an artificial social division. Add to this the 
existence of an alien imperialism established by military might and sustained 
by a cunning combination of the twin precepts of “divide-and-rule” and 
“successive-compromises-with-reactionary-elements”” and we have the picture 
of India on the eve of Independence. 


Key to. Social Change in India 


Political dominance, economic exploitation, and social and cultural 
stagnation have thus been the distinguishing features of Indian society. On 
this gloomy horizon stands but one ray of light: the growing social conscious- 
mess among India’s teeming millions, a consciousness that awakened them 
from the slumber of ignorance, superstition, and slavery. True it is, that this 
consciousness was a direct outcome of age-long oppressions — political, 
economic, and social. But ultimately, if not immediately, what is the underly- 
ing dynamo that sets these millions of men on the march? What is it that 
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can ultimately give body and shape to the yearning hopes and desires in 
these millions of hearts? It is not wild utopias, fantasies, and such figments 
of imagination. Neither is it the supposedly idyllic life-beyond-death, nor 
even the need to escape from “‘eternal damnation,” as often held out by one 
school of religion or other, but it is the pressing need and burning necessity 
of solving the basic, down-to-earth problems, — economic, political, and 
social, here and now, that underlie such consciousness. It is in the context of 
bringing about such a social consciousness, which in turn, is a key to social 
change, that we will here assess the impact of industrialization on Indian 
society. 


History, Extent, and Character of Industrialization 


A brief résumé of the history, extent, and character of such industrializa- 
tion is not out of place in this connection. The turn of the nineteenth 
century marked the decline of handicrafts, in the manufacture of which India 
had an unrivalled position before the Industrial Revolution. In fact, as late 
as 1802 India was building ships! and supplying textiles to Britain. Later 
the invasion of Lancashire cotton goods had meant the destruction of the 
hand loom and the spinning wheel, the pivots of the structure of the old 
Indian society, where a delicate balance between industry and agriculture 
had been established in the village economy through institutional and tradi- 
tional forces. Half a century later came the beginnings of the modern factory 
system with its large-scale mechanized production and transport. During the 
rest of the century the most significant revolution took place in the means 
of transport, especially the railways, which as we will see, were pregnant 
with tremendous economic and social implications. Already on the eve of 
World War I, with the growing commercialization of agriculture, the village 
was losing its self-sufficient character and was becoming linked by various 
chains to internal and external economic and political forces. Since World 
War I, side by side with the rapid development of the primary producing 
industries, the beginnings for the development of heavy industry have been 
laid due more to the exigencies of the situation rather than to any deliberate 
attempt at industrialization. But later, with the growing political conscious- 
ness of the people — mainly due to the nationalist struggle for freedom — it 
was impossible for the Ruling Power to stem the growing demand for 
tackling effectively the economic problems of the country. A series of half- 
hearted measures for industrial development ensued, and thanks to Dis- 
criminating Protection industrialization received a boost. The needs of World 
War II made it quite imperative for the British to relax many of their 
restrictions on industrial development. Then followed Indian Independence, 
which marked the final culmination of the drama of freeing the economy 
from the strangle- -hold of an exploitative imperialism. 

Now it is pertinent to ask, how far has industrialization penetrated into 


1 J. C. Kumarappa, Public Finance and Our Poverty, p. 7. 
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the social and economic framework of Indian society? First, in terms of the 
human factor directly involved, the percentage of industrial workers to 
working population is estimated at 9.6 and that to total population is only 
4.2. It is significant that both have been steadily decreasing, thus exposing 
the growing imbalance between agriculture and industry in India.? Figures 
relating to rural and urban percentages of population reveal, of course, a 
steadily growing urbanization which, though not entirely due to industrializa- 
tion, is at least greatly helped by it. The growth of urbanization reflects on 
the one hand, the entrance of modern mechanical conveniences into the lives 
of a greater number of people and also, on the other, indicates, as will be 
pointed out later, the acute social distress which is encountered in the 
process. It is to be kept in mind that this urbanization is very much due to 
the centralization of political and administrative machinery, coupled with 
growing commercialization, rather than the outcome of an industrial revolu- 
tion. A word about the contribution of the industrial sector to the national 
income of India: according to R. V. Rao the industrial sector in 1931-32 
contributed 19% to India’s national income.* More recently, it has been 
roughly estimated that the percentage in 1946-47 is about 21.4 

Now turning to the question of the character of Indian industrializa- 
tion, at least two relevant questions may be raised here. Firstly, what has 
been the main pattern of this industrialization in terms of the channels of 
investment? Secondly, how can we characterize the economic development 
of the country during the last one hundred years? While statistical evidence 
in all its details is too scanty to adduce, prima-facie evidence points out that 
the share of the plantation, transport, primary producing, and more recently 
of consumer-goods, industries has been very striking. The development of 
most of these industries has taken place either in response to the needs of 
foreign trade dictated by an imperialist country or as in the more recent 
period, to the gradual displacement of imports of consumption goods from 
foreign countries. It is only recently that the attention of Indian planners — 
governmental and non-official — has been drawn to this lop-sided industrial 
development. The development of capital goods industries is being attempted 
in order to create a broad-based industrial structure. The failure to provide a 
base for the Indian economy whose roots go deep into the Indian soil affect- 
ing each and every village, has led more to a commercial revolution than an 
industrial one. Buchanan rightly points out that, “The changes which India 
has experienced are much better described as a commercial than as an 
industrial revolution. Relative to the great size of the country and its 
numerous population, factory industry is still very small.”> This growing 


2 Wadia and Merchant, Our Economic Problem, p. 90. 


3 Dr. V. K. R. V. Rao, The National Income of British India, 1931-32, pp. 
187-9. 


4 Eastern Economist, Annual Number, 1948. 


5 D. H. Buchanan, The Development of Capitalistic Enterprises in India, 
1934, p. 130. 
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commercialization had, by depriving the craftsmen of their traditional 
occupations, intensified the pressure on land. 

Industrialization has hitherto taken place under the auspices of a foreign 
imperialist power, which over a period of time has had to surrender many 
of its powers to the growing class of merchant capitalists and indigenous 
entrepreneurs. This has been responsible for initiating a series of exploitative 
mechanisms which in their turn have led to the overwhelming awakening 
of political and social consciousness. This consciousness has assumed a mass 
character in more recent time. Agrarian unrest, led by proletarian discontent, 
is gathering momentum and in its proper canalization lies the key to all 
social change in India. 

Let us now see how industrialization had contributed to this conscious- 
ness. One of the direct results of the revolution in the means of transport 
has been to bring closer together diverse parts of India by overcoming 
numerous cultural, linguistic, and religious barriers. The resulting physical 
mobility has very much helped to bring about an economic unification of 
the country which in its turn had its repercussions on the social and cultural 
strata of the population. One of the distinguishing features of Indian society 
has been its social immobility which was mainly due, at least in the first 
instance, to the decentralized village economy, but also in part due to its 
rigid social institutions and attitudes. 


Institutions of Indian Society 


Three primary institutions of Indian society stand out in this context, 
the joint family, the caste system, and the village. A Hindu joint family has 
been defined as ‘‘a group of individuals related to one another by their 
descent from a common ancestor within seven generations of the descending 
line.”” While the joint family has inculcated virtues like cooperation, mutual 
help, and self-sacrifice, and also implanted in the individual a sense of 
psychological and economic security, it has acted as a dead weight to in- 
dividual initiative, enterprise, and mobility. It remained the bastion of 
custom and tradition which was handed down intact from one generation 
to another in an ever unbroken line. For example, the caste system by 
entrenching itself in this primary social unit, whose supreme object was 
conceived to be “to perpetuate a family, a patrimony and a faith,’ had 
created for itself a most forceful source of self-perpetuation. While in the 
static agricultural stage of Civilization, such a unit could have maintained 
its integrity and harmony, its continued existence in the midst of swiftly 
changing, fast-moving, and dynamic modern industrial setup, is obviously 
threatened. Such tenuous emotional and un-economic ideas like “keeping up 
family prestige,” “sticking to the last to keep the family house and the 
family’s patch of land” have forced the poor peasantry to incur customary 


6 Professor Mukerjee, Foundations of Indian Economics, p. 18. 
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and social expenditures placing them in the clutches of the unscrupulous 
money lenders. 

To what extent is the joint family, then, disintegrating? Statistical 
evidence on this aspect is vague and inconclusive. But it is obvious that the 
decline of traditional occupations, the disintegration of the village, the new 
and sometimes better opportunities in the towns, and a growing individual- 
ism, are all tending towards the breaking-up of the joint family. While in 
the rural areas, it still has considerable strength; “the general consensus of 
opinion is that the disruptive tendencies are strongest in the professional 
and educated class in urban areas.”7 

Coming to the question of the impact of industrialization and other 
modern influences on the caste system, one discerns an encouraging sign 
of its breakdown, at least in its virulent forms. The caste system by basing 
itself on birth imposed numerous restrictions on status, occupation, and on 
social intercourse — eating, marriage, etc. — and had been responsible for an 
artificial division of society which also meant an inherent social immobility. 
Urbanization, growth of means of transport, and the growth of an industrial 
working class have tended to undermine the structure. The crumbling of the 
traditional village occupations enjoined by caste have removed its raison 
d@’étre. In a survey conducted in Bengal in 1946-47 by the Indian Statistical 
Institute, the change in occupational activities has been unmistakably indi- 
cated. It is found that 69% of the families surveyed are working in occupa- 
tions not traditionally prescribed by caste, but the changes are greater in 
some caste groups than in others. In the upper group castes — Rajput, 
Vaidyas, Brahmin, Kayasthas — the percentages of change are 92, 84, 77, and 
61 respectively. Also fully 25% of these upper caste groups has changed to 
cultivation while significant percentages.are also going into trade and service. 
It is further found that nearly 49% of the 8878 families, covered in the 
lower caste groups, abandoned their traditional caste-imposed occupations.® 
Also statistics based on the Indian census report of 1931 show that in that 
year only 27% of workers were engaged in their traditional non-agricultural 
occupations and that about 64% of those who had given it up had taken to 
agriculture and allied pursuits.? While there is thus enough evidence to show 
that traditional caste occupations are being given up, it is to be kept in mind 
that the overwhelming reasons are to be found in the facts of increasing 
population, and impoverishment of the village handicraftsmen rather than 
in the direct effects of industrialization. 

Yet in spite of the breakdown of the caste system in its traditional 
forms, in more recent times it has taken a more aggressive shape — at least 
in the political life of the country. The uneven development of these 


7 Indian Census Report, 1921, p. 46. 

8 Source, India Statistical Institute, Presidency College, Calcutta, as quoted by 
Sumita Chakravarty in her, “The Impact of Industry on Caste” (Mss. 1948 Sociology, 
Columbia). 

9 M. B. Nanavati and J. J. Anjaria, The Indian Rural Problem, 1947, p. 31. 
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endogamous units — in matters of education, standard of living, etc. — and 
the various social disabilities of certain castes have made them caste-conscious 
and consequently a sense of “‘caste-patriotism” and “caste-solidarity’’ have 
crept in. This has meant a caste-wise distinction in matters regarding admis- 
sion to professional schools, government jobs and in the case of Harijans, 
to special political representation. The same general reasons have led to the 
religious-wise distinctions between Hindus, Muslims, Christians and Sikhs — 
which had been fully exploited and even furthered by the “divide-and-rule” 
policy of Britain. On the top of all these, came language differences. No 
wonder that amidst these conflicting groups, the tremendous upsurge in 
political and social consciousness was short-circuited. The upshot was the 
prevalence of religious fanaticism, social prejudice, and political separatism, 
which have so much disfigured Indian public life for the last three decades. 


The next institution under our study is the village, to which many 
references have already been made. India is predominately a land of villages, 
655,892 in all, containing about 87.2% of its 388.9 millions of popula- 
tion.1° Its economy was self-sufficient, its polity was characterized by 
autonomous units of local government called panchayats, and its culture, in 
spite of its many restrictions and taboos, was distinguished by social harmony. 
In the words of Karl Marx, 


Those small and extremely ancient Indian communities, some 
of which have continued down to this day, are based on possession 
in common of the land, on the blending of agriculture and handi- 
crafts, and on an unalterable division of labour . . 

The simplicity of the organization for production in these 
self-sufficing communities that constantly reproduce themselves 
in the same form, and when accidentally destroyed, spring up again 
on the spot and with the same name — this simplicity supplies the 
key to the secret of the unchangeableness of Asiatic societies, an 
unchangeableness in such striking contrast with the constant dis- 
solution and refounding of Asiatic states, and the never-ceasing 
changes of dynasty. The structure of the economical elements of 
society remains untouched by the storm clouds of the political 
sky.14 


By destroying the functional importance of the village and thus under- 
mining its economic basis, commercialization and industrialization have de- 
stroyed its hegemony. The village is no longer an isolated unit. Revolution 
in the means of transport, the railway, the automobile, and the road system 
have brought it more and more into the intricate and complex structure of 
the whole economy. Production for outside and foreign markets linked its 


10 East India (Census 1941) Abstract of Tables, (H. M. Stationary Office 
cmd 6435), p. 3. 
11 Karl Marx, Capital, Vol. I, pp. 392-4, Charles Kerr, ed. 
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fortunes to happenings outside. The self-complacence and the passivity 
of the villager can no longer be maintained. He has become more and 
more conscious of the political and economic structure of the country. 
Socially and culturally the improved facilities for education, recreation, and 
amusement in the towns have attracted his attention. As a result of these 
diverse changes, the village has fallen from its pedestal as the primary 
unit of society and has become merely a unit of cultivation. But, while the 
villager has come to use the cheap machine-made consumer goods, the lop- 
sided development of industrialization had not meant his direct participa- 
tion in its process. 


The direct impact of the machine on the village can now be sum- 
marized. The bus, plying through rural areas, has become quite noticeable 
to the villager. In the deltaic areas producing rice one frequently comes 
across the rice mill. In sugar cane tracts one need not be surprised to find 
an occasional crushing machine. The ginnery is a common feature in many 
cotton areas and the decorticator in ground-nut areas. The growth and 
utilization of hydro-electric power in certain areas is responsible for rural 
electrification and the employment of electric power to pump water for 
irrigation and to run flour mills, etc., is also gaining ground. The recent 
governmental schemes to introduce agricultural machinery have brought the 
villager face to face with what modern science and industry can do for him. 
It is significant in this connection to note that the introduction of these 
mechanical means of production and of distribution has never been opposed 
on religious or non-economic grounds. In fact, there is greater and greater 
demand for their implementation. While on the one hand we have to 
condemn the restrictive social barriers, the permissive and absorptive char- 
acter of the Indian social organization and culture as a whole should not 
be underestimated or forgotten. 


While many tears have been shed over the disintegration of the old 
basis of Indian society, one is rather compelled to agree with Marx when 
he says from a broad historicial viewpoint: 


Now, sickening as it must be to human feeling to witness 
those myriads of industrious, patriarchal and inoffensive social 
organizations disorganized and dissolved into their units, thrown 
into a sea of woes, and their individual members losing at the 
same time their ancient form of civilization and their hereditary 
means of subsistence, we must not forget that these idyllic village 
communities inoffensive though they may appear . . . restrained 
the human mind within the smallest possible compass, making it 
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the unresisting tool of superstition, enslaving it beneath traditional 
rules, depriving it of all grandeur and historical energies . . . .? 


The Industrial Working Class: A New Class Structure 


No study of the impact of industrialization can be complete without 
reference to the social conflicts generated by the creation of an industrial 
proletariat. An unplanned industrial development with its attendant 
haphazard urbanization sponsored by an alien imperialist power and carried 
on in the same tradition by the rising capitalist class has uprooted millions 
from their stable and peaceful village life and thrown them into the vortex 
of all those unhealthy social forces which have been such a disgraceful fea- 
ture of the process of urbanization in almost all countries. The social 
problems raised by slums and overcrowding, bad sanitation, lack of educa- 
tion, and high death rates are too numerous to be detailed here. Successive 
labor inquiries — both official and non-official — have exposed them with- 
out hesitation. The horror-striking ‘‘bustees” in Calcutta with single-room 
huts, sheltering in each as many as 4 to 16 persons,!* the overcrowded 
“chawls” of Bombay where the proportion of families living in single-room 
tenements was 8 to 9 per cent in 1930 (it was 73 per cent in Ahmedabad, 
in*1926, and 72 per cent in Kanpur, and 60 per cent in Nagpur, and 
Jubbulpore),14 and the miserable “‘cheries’” of South Indian towns as 
Madura, Coimbatore, Tuticorin, and Cochin, not to mention of the 
“Dhowrah” of the coal fields which is often occupied by 12 to 15 per- 
sons,!> the congested leafy shelters in the many quarries and last but not 
least, the cage-like huts in the “‘bustees” and barracks of the plantations 
reveal a gruesome tale. In this connection, a few words on the earnings 
of the working class seem called for. The following table gives the move- 
ments of real wages from 1880 to 1938. 


Money Wages, Cost of Living, and Real Wages'® 


(1900 = 100) 

Years Money Cost of Real 
Wages Living Wages 

ED aware a 6 waa ENS Ha Giom 97 69 127 
Ne airidiaae Gomi ara we 94 85 112 
LOC aE ene Lane ae aye 107 7 111 
LOTS | a eee ee eee 13) 143 98 
LES a S54 24s korea maawnes 211 207 103 
OS a eee ee ee ae ee 184 143 129 


12 Karl Marx, New York Tribune, June 25, 1853, as quoted in World of 
Nations, p. 53, by S. F. Bloom. 

18 R. K. Mukerjee, The Indian Working Class, p. 277. 

14 P,. A, Wadia and K. T. Merchant, of. cit., p. 356. 

15 R. K. Mukerjee, op. cét., p. 281. 

16 Kuczynski, A Short History of Labor Conditions in Great Britain and the 
Empire, p. 132. 
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Yet more recently the Eastern Economist gives the following figures 
for the annual real earnings during the last decade.17 


Year Annual 
real earnings 
in Rupees 
1939-40 23/35 
1940-41 293.0 
1941-42 291.0 
1942-43 282.2 
1943-44 212.6 
1945-46 234.6 
1946-47 237.3 
1947-48 249.5 
1948-49 240.0 


The above figures are self-explanatory. 

Let us now turn to the spread of literacy in India, for education is one 
of the main requisites of modern industrial and social progress. The follow- 
ing table!8 shows the progress of literacy in British India during the last 
sixty years. 


Year Percentage 
of 
Literacy 
1881 3.2 
1891 4.6 
1901 5.3 
1911 5.4 
. 1921 6.3 
1931 6.9 
1941 12.519 


The record, it is obvious, is far from impressive. Such staggering 
illiteracy coupled with gnawing poverty has accentuated problems of social 
adjustment and harmony. 

One other effect of this commercial and industrial development has 
been the emergence of a new class structure and its gradual solidification. 
The creation of an industrial proletariat led to the beginnings of an organ- 
ized working-class movement. This class is becoming gradually conscious 
of its rights. Between 1927 and 1943, the number of trade unions in- 
creased by 23 times and the total membership was up by seven times.?° 
Also, coming to rural population, the increasing pressure on land and the 


17 Quoted in Janata, Organ of the Socialist Party, Vol. 4, No. 38, Bombay, 
October 9, 1949, p. 9. 

18 Indian Rural Problem, op. cit., p. 298. 

19 East Asia (Census 1941), op. cit., p. 16. 

20 A. N. Agarwala (ed.) Indian Labor Problems. 
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growth of absentee landlordism have been responsible for the swelling 
ranks of agricultural laborers and tenants. An estimate by the ILO in 1944 
puts these at a figure of 68 million.21 The earnings of this class are gen- 
erally much less than their industrial brethren, and the urgency of relieving 
their situation need not be overemphasized. 

Next comes the middle class. Recruiting its main body from the non- 
cultivating and non-industrial classes, this class has played a predominant 
part in the social and political life of the country. Its contribution to the 
nationalist and allied movements of social reforms has been considerable. 
On the other hand, while inheriting an exclusive and most often hereditary 
culture, it has tried curiously enough to artificially ape wholesale some of 
the Western customs. The numerous middlemen in trade and industry, 
rentiers and absentee landlords, and members in some liberal professions 
constitute the bulk of this class. A false sense of dignity of labor and of 
social prestige, chauvinistic nationalism and a general isolation from the 
mass of people characterize this class. Its social and cultural values have 
been the most dominating forces in Indian society. World War II, with its 
attendant inflation and scarcity of goods, has adversely affected the lower 
middle class which has now become the focal point of revolutionary change 
in a resurgent India. Needless to say, the fortunes of this class are in- 
tertwined with those of industrial workers and agricultural laborers. 


Political Forces in India 


The foregoing naturally leads us to a consideration of the political 
forces in the country and the nature of their leadership. First there is the 
Indian National Congress. Under the inspiring leadership of Mahatma 
Gandhi, it made tremendous strides and emerged as the spearhead of the 
nationalist movement for freedom from the imperialist yoke. With the 
achievement of National Independence — and lacking any clear-cut and 
vigorous socio-economic program — its limitations became obvious. It 
is no longer a movement for social progress but a parliamentary party com- 
posed of Nationalist Conservatives and vague idealists —drawn mainly 
from the flourishing bourgeoisie and the new capitalist class. Next to con- 
sider is the Socialist Party, which though of a comparatively recent origin, 
has made remarkable progress both in the trade-union and agrarian move- 
ments. It has set for itself the mighty task of canalizing the growing 
consciousness of the people into an organized social force, which alone 
can effectively bring about a social revolution in any society. The Com- 
munist Party, with its strength localized in certain areas, has been, of late, 
indulging in adventurist and suicidal policies of deliberately creating chaos 
and anarchy which have rightly estranged it from the sentiments of the 
general mass of people. Finally, the communal parties like the Hindu Maha 
Sabba and still recently, the Muslim League, buttressed by mis-led militant 


21 Quoted in Socialist Party Tracts, “The Agrarian Problem,” p. 11. 
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youth organizations like the R.S.S., are trying to plunge the country into 
chaos and bloodshed, by basing their program on institutional religion and 
superstition. 

The following main conclusions emerge from our study of the impact 
of industrialization on Indian society. Firstly, while it has tended to destroy 
the old foundations of Indian society, based on the concepts of coopera- 
tion, stability, and security, it has not yet replaced them with a new order. 
Meanwhile, the transition from the Old to the New has become more dif- 
ficult by the aggravation of conflicting forces in Indian society, which have 
found abundant expression in the resultant vacuum. 

Secondly, if industrialization has not been an unmixed blessing to the 
Indian masses, it is entirely one to the fact of the circumstances of its 
growth. Industrialization, like science itself, to echo the words of Bertrand 
Russell, has no ethic of its own, except perhaps, the ethic, if any, of the 
dominant classes which have come to control its growth. 

Thirdly, the upsurge of the tremendous social and political conscious- 
ness points out the supreme need for its proper canalization. This is the 
major task facing India today. 
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NOTES ON THE INTERNATIONAL SCENE 


INDO-CHINA: “INDEPENDENCE” WITHIN 
THE FRENCH UNION 


If the case of Indo-China were only one of the struggle of awakened 
nationalism against consolidated imperialism, there would be no doubt as 
to the sympathy of the United States for the ambitions of the Vietnamese. 
Unfortunately, the issue has become another component of the highly com- 
plex US-USSR cold war, thereby reducing the essential elements of the sit- 
uation to second- or third-rate importance. The term ‘unfortunately’ is 
used advisedly, because the parallels of American support of Bao Dai with 
that of Chiang Kai-shek and the Nationalists in China become more ap- 
parent with each political development. There has been a profound social 
revolution throughout Asia, begun as the consequence of the impact of the 
West, accelerated by Japanese imperialism, and now being utilized by Com- 
munist Russian imperialism. This revolution was reflected in the Indo- 
Chinese states of Annam, Tonking, and Cochin-China (which comprise 
Viet-Nam) as early as the 1920's, and took many forms, not just communist 
ones. It still maintains variety today, but the moderate elements are losing 
more and more strength as Western support of Bao Dai continues in its 
present form. In essence, the West is helping Russia to achieve future suc- 
cess. 

British and American recognition of the Viet-Nam government of Bao 
Dai, “independent within the French Union,” did not dispel widespread 
Vietnamese belief that Bao Dai is a ‘French puppet and hence unacceptable 
even to the moderate nationalists who agree with the extremists in demand- 
ing Viet-Nam’s genuine independence and unity.’! It seems that even with- 
out the benefit of higher Western education (or perhaps because of this 
lack) the Vietnamese recognize the essential paradox in “independence 
within the French Union.” Most attempts to define such status here have 
equated it with dominion status in the British Empire, but the only actual 
change made in the French colonial system by its experiment in French 
Union has, so far, been a change in terms; the system remains the same 
with minor concessions. Under the plans of French Union, the five states 
of Cambodia, Laos, Annam, Tonking, and Cochin-China were originally 
to be joined in an Indo-Chinese Federation, theoretically ‘‘associated” with 
France on an equal basis. Actually, an associate state in the French Union 


1 Foreign Policy Bulletin, Vol. XXIX, No. 17, February 3, 1950, “Bao Dai's 
Debt to Mao” by Virginia Thompson. 














62 Columbia Journal of International Affairs 
is represented in a purely advisory High Council of States, purportedly 
resembling a collection of ambassadors. An associate state may choose to 
join, in addition, another advisory body, the Assembly of the French Union, 
which is set up particularly for continental France, overseas colonies as- 
similated as departments of the French Republic, and overseas territories 
like Equatorial Africa. This commonwealth structure is merely a front, 
while real power to legislate for the French Union remains in the hands of 
the French parliament which contains a very small proportion of overseas 
representatives. 

The independent government of Viet-Nam (Annam, Tonking, and Co- 
chin-China) which the United States recently recognized does not control 
its foreign relations, armed forces, currency, or even internal judicial admin- 
istration. Limited concessions to nationalism have been permission to main- 
tain diplomatic relations with neighboring states and the Vatican, control 
of local administration, of education, of courts handling only disputes be- 
tween Vietnamese, and of the police. The French have even observed as a 
result of the recent Viet-Minh (communist) inspired, but apparently pop- 
ularly-supported, demonstrations against visiting American warships, that 
Bao Dai’s government is incapable of handling police administration. 

The State Department is fully aware of the facts but continues to sup- 
port Bao Dai. From one point of view, the State Department has decided 
on the right course. The all-important factor in Southeast Asia has become 
the relative strength of communist factions in China’s neighbors. China 
has long been considered the key to control of Asia, and China is now 
controlled by communists whose regard for Russian desires is yet to be 
assessed. The West should therefore throw its strength behind all existing 
anti-communist elements in Southeast Asia in order to stem the communist 
tide. ' 

From another point of view, however, United States recognition of 
the dependent government of Bao Dai as “‘independent’’ is destroying the 
faith of the Vietnamese in the stated foreign policy of this country in the 
Far East. The United States extended full recognition to the independent 
states of Viet-Nam (Annam, Tonking, and Cochin-China), Laos, and Cam- 
bodia in French Indo-China on February 8, 1950. This recognition was 
said to be based upon the formal establishment of the state of Viet-Nam 
and the kingdoms of Laos and Cambodia as individual states within the 
French Union. “This recognition is consistent with our fundamental policy 
of giving support to the peaceful and democratic evolution of dependent 
peoples toward self-government and independence.” The State Department 
added further that the government of Bao Dai represented the “evolution 
of Vietnamese independence within the French Union.”? Indo-China is 
not independent, and so long as the United States supports French inter- 


2 New York Times, February 8, 1950, 1:6. 
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pretation of self-determination the communists are provided with a vital 
moral and psychological weapon. 

The basis for disagreement between the French and Ho Chi Minh, 
leader of the communist Viet Minh party, developed from early post-war 
days. On August 22, 1945, Viet Minh had overthrown Japanese-supported 
Bao Dai and set up the provisional Viet-Nam government of Annam, Ton- 
king, and Cochin-China. After the defeat of Japan, Indo-China was not 
immediately returned to French control but was jointly occupied by China 
and Great Britain. The British during this period helped French reconsoli- 
dation in Cochin-China, the rich southern region of Indo-China. The 
Chinese, on the other hand, encouraged the nationalist elements in Annam 
and Tonking so that they possessed considerable strength when the French 
returned. 

On January 6, 1946, the first general elections in Indo-Chinese his- 
tory were held, resulting in a national representative government for Annam 
and Tonking (under Chinese occupation), while clandestine elections were 
held in British-controlled Cochin-China. Ho Chi Minh assumed the leader- 
ship of the northern Viet-Nam government, based on the coalition of sev- 
eral parties. In March, the French government recognized the Republic of 
Viet-Nam as a free state having its own government, parliament, army 
and finances, forming part of the Indo-Chinese federation within the French 
Union. France also promised to hold a referendum in Cochin-China to 
determine whether the people wished to rejoin the government from which 
they had been separated. In the midst of negotiations between France and 
Ho Chi Minh on details of the future of Indo-China in the French Union 
and on arrangements for effecting possible annexation of Cochin-China, 
the French repudiated the agreement on Cochin-China, establishing a provi- 
sional Cochin-Chinese Republic on June 3, 1946. By December 19, 1946, 
Viet Minh-directed opposition to the French reached the point of insurrec- 
tion. Efforts to restore peaceful relations were attempted throughout 1947, 
but on December 23, 1947, the French Government published the follow- 
ing communique: 


“The Government has taken note of the fact that Ho Chi 
Minh has not answered the offers to negotiate . . . Consequently, 
the Government has decided to give the French High Commis- 
sioner in Indochina full powers to carry on, outside Ho Chi Minh’s 
Government, all activities and negotiations necessary for the re- 
storation of peace and freedom in the Vietnamese countries.’ 


This statement, followed by the subsequent recognition of Bao Dai, 
direct descendant of the hereditary rulers of Indo-China and former Jap- 
anese collaborator, as Emperor of Annam, Tonking, and Cochin-China 


3 News From France (published by the French Embassy, Press and Informatoin 
Division, New York), September 15, 1949, p. 5. 
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joined in Viet-Nam, reduced the duly elected government of Viet-Nam to 
guerrilla status. 

Since Bao Dai’s return even some of the moderate nationalists who 
supported him at first have refused to serve in his cabinet. And although 
press reports maintain that Bao Dai is gaining surprisingly in popular sup- 
port, one might wonder how long such support would last were French (and 
American) props removed from his government. 

Economically Cochin-China is necessary to Annam and Tonking; cul- 
turally and politically it belongs in the same unit. France and Bao Dai 
have legally effected the union of Cochin-China with northern Viet-Nam; 
the actual division remains in the split between Bao Dai and Ho Chi Minh. 
Northern Viet-Nam is overpopulated and underfed, southern Viet-Nam 
(Cochin-China) is rich in rice and rubber. In the period 1936-40 the per 
capita utilization of rice in Tonking was 95 kilograms, in Cochin-China 
250; rice is a luxury import in Tonking in bad years, while Cochin-China 
exports 45% of the annual crop. This problem is bound to complicate any 
administration of the projected Point Four program of the United States, 
the technical assistance program of the United Nations, or the French Plan 
for the Modernization and Equipment of Overseas Territories. 

Action by the United Nations Security Council is impossible because, 
unlike the Dutch in the case of Indonesia, the French would have use of 
the veto. Unless Ho’s forces gain control, therefore, the French, through 
Bao Dai, remain in Indio-China. In the last analysis, the French position 
in Indo-China depends to a great extent upon the United States. 

So long as the West is forced by the inescapable fact of Communist 
China to support Bao Dai, it would be more advisable to withdrew the 
appelation of “independent” from his government, since it is only the West 
which persists in this belief. Furtherfnore, the United States should attempt, 
within reasonable limits, to exert pressure on France to give Bao Dai’s gov- 
ernment more authority. If a relatively favorable political climate can be 
created in Viet-Nam, economic development, coupled with broad technical 
assistance, might in time relieve the conditions leading to communist sym- 
pathy among poverty-striken natives. 


MARY W. WATKINS 
School of International Affairs. 


4 Far Eastern Quarterly, Vol. IX, No. 2, February, 1950, “The Indo-China 
Peninsula: A Demographic Anomaly” by Wilbur Zelinsky, pp. 129-30. 
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LIBERIA AND FOREIGN INVESTMENTS 


While the policy by which the Point Four objectives will be executed 
has not yet been clearly outlined, this much is evident: in the United States, 
the emphasis has been on investment by private capital in underdeveloped 
areas based on guarantees to protect these investments against risks which 
have either been deterrents to foreign investments or have resulted in in- 
commensurate advantages to the areas. 

Let us for a moment examine some concessions granted by Liberia to 
American enterprises: 

In 1926, a 99-year concession was granted to the Firestone Planta- 
tions Company, a subsidiary of Firestone Tire and Rubber Company to cul- 
tivate one million acres of rubber. In return Firestone agreed to pay 6 cents 
per acre for the land actually cultivated and an export tax equal to one 
per cent of the New York market value of the rubber. At the same time a 
loan was urged on Liberia through the Finance Corporation of America, 
practically a subsidiary of Firestone, giving them financial control of 
revenues and expenditures. 

In 1946, an 80-year concession was granted Colonel L. K. Christie to 
mine the high-grade iron ore deposits in the Bomi Hills area. Rent is 5 
cents per acre and royalty 5 cents per ton of the ore shipped. This com- 
pany may also exploit other valuable minerals in certain areas. 

In 1947, an agreement was made with the Stettinius Associates and 
plans were announced to develop the country’s natural resources and to 
improve education, health and welfare in Liberia. This company has a 
near monopoly on all otherwise ungranted resources in return for loosely 
defined contributions. 

Each of these companies enjoys exemption from import duty and other 
revenue taxes on constructional equipment and miscellaneous imported 
commodities. 

Boundary disputes and other problems with powerful neighbors, over- 
all insecurity in a world of power politics, and the consequent desire to be 
allied with a great power made the grant of such concessions relatively easy. 

Whilst each succeeding concession seems to be an improvement on the 
previous One, it is important to bear in mind that capitalistic enterprise is 
based on the exclusive pursuit of its own interests; of private profit and not 
social obligation; of selfish interest and not mutual advantages. 

While it must be admitted that such concessions contribute to the 
economy and development of the country, it must be emphasized that such 
contributions are incident to the successful operation of capital and in terms 
of real values are relatively inconsequential. None has made any substantial 
contribution to the development of the human resources of the country; 








66 Columbia Journal of International Affairs 


none has trained and /or placed any citizen in any position of administrative 
or technical responsibility. 

It is important to observe that developments in most countries have 
come about mainly through the efforts of the local population, the proper 
utilization of domestic resources and evolution in economic and social struc- 
ture, even though foreign capital and technical assistance may be determining 
factors. It is really exploitation if given concessions do not beget adequate 
revenue for assets given; if the companies are able to employ labor on 
inequitable terms; or if the natives of the country are placed in such a 
position that progress around them is disproportionate with their own ad- 
vancement, thereby increasing the difficulty of their contributions to eco- 
nomic, social and political development of their country. 

The Liberian Government in 1946 outlined a plan to improve health 
and educational services, the development of agriculture, and internal com- 
munications. It is reported that in spite of limited financial resources, several 
new hospitals have been built, more schools have been constructed, more 
students sent to foreign countries for advanced education, and more mileage 
has been added to existing roads. Increased activity has taken place in 
agriculture with the establishment in 1948 of a Department of Agriculture 
and area extensions of crops such as cocoa, coffee, rice, etc. and additional 
attention given to animal husbandry. The Liberian Government is also 
granting large subsidies to foreign educational and health institutions and 
is employing foreign experts in increasing numbers. 

This self-help activity of the Liberian Government will be an important 
factor in reducing the proportionate importance of rubber in its trade and 
will enable Liberians to contribute to the over-all development of the country. 
Certainly such activity would be better.than investment on inequitable terms. 

To further this self-help activity, it seems important that a general 
economic survey of the country should be made in order to determine the 
best possible estimate of its resources. This would give a good base for 
better planning and permit speedy action in the introduction of methods 
which would improve general conditions. 

In the meantime measures such as the mechanization of agriculture 
could be broadened to increase essential food production and make available 
more people whose energies could be directed to other programs fostering 
general development. 

A revised tax structure which is now under consideration, together 
with improved agriculture, may thus lead to a certain degree of internal 
capital formation and, if supplemented by outside capital, would enable 
the government more adequately to revise, expand and execute its plans 
for mass education, power development, and increased health facilities, 
while at the same time increasing local initiative. 

In Liberia technical assistance directed along these lines which would 
foster economic and social progress and development throughout the whole 
country would seem to be a better alternative to more foreign concessions. 
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It is important that, in any final plans under Point Four, strong empha- 
sis should be placed on the development of those skills which would allow 
the peoples in the underdeveloped areas to develop their own lands. Too 
much dependence on foreign capital could be detrimental. Thus one would 
have to reexamine the strong insistence of some business organizations for 
“complete freedom to employ foreign executives, administrators, technicians 
and accountants to supervise the business.” 

There is little doubt that, in programs evolved under Point Four, it 
will be necessary, while getting guarantees for foreign capital, to see that 
adequate safeguards are provided to prevent economic exploitation and to 
ensure the proper needs of the people and country. 


RUDOLPH GRIMES 


Student of the School of Inter- 
national Affairs from Liberia 





THE PHILIPPINES: AN ECONOMIC DEPENDENCY 


On July 4, 1946, the United States formally renounced its sovereignty 
over the Philippine Islands and proclaimed the independence of the Filipino 
people. But ill-considered actions by the United States government in the 
last months of its control have led to the questioning of the sincerity of its 
renunciation and the reality of Philippine independence. 

Exhibit “A”, presented by those charging the United States with 
“economic imperialism,” is the Philippine Trade Act of 1946, which 
defines trade relations between the two countries for 28 years. By an act of 
the U.S. Congress, rather than by a negotiated treaty between two sovereign 
nations, American interests were given protection from Philippine competi- 
tion and the Philippine Republic was deprived of a part of its legislative 
prerogative and economic sovereignty. Special privileges were given to 
Americans in the Philippines without comparable rights being given to 
Filipinos in the United States. Furthermore, positive measures to assure a 
reasonable viability of the Philippine economy, when it is forced to com- 
pete in the world market, are lacking. 

Substantiation for the above contentions can be found through an 
examination of the Trade Act provisions. 

1) Absolute quotas, rather than tariff quotas, have been fixed on 
Philippine exports to the United States of sugar, rice, cordage, coconut 
oil, cigars, tobacco, and pearl and shell buttons. Thus an absolute ceiling, 
above which Philippine exporters cannot rise, even if they are willing to 
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pay duties, has been imposed as protection for U. S. producers. These quotas 
are allocated to those firms, active in 1940, on the basis of their exports in 
that year. Consequently, the old concerns have been re-established in all 
major fields as virtual monopolies, stifling competition within the Philippines. 

2) If any items, not covered by quotas, should come into “substan- 
tial competition” with American produced goods, the act permits the United 
States to fix quotas on these Philippine exports, thereby assuring U. S. 
interests protection against any future competition which may develop. 

3) The act pegs the peso at the current overvalued rate of two pesos 
to one dollar, maintains the convertibility of the peso into dollars, and 
prevents restrictions on the transfer of funds to the United States until 1974, 
unless the President of the United States agrees to change this provision. 

4) Americans are granted equal rights with Philippine citizens in any 
future development of natural resources in the public domain and in the 
operation of public utilities. No similar rights were given Philippine citizens 
in the United States. The entire act was dependent upon the acceptance of 
this provision. It caused bitter anti-American feeling in the islands as it 
required an amendment to the Philippine Constitution, which had limited 
the right to exploit resources in the public domain to Philippine citizens or 
to corporations in which they controlled 60 per cent of the capital. 

Closely associated with this parity clause in the minds of Filipinos was 
the provision in the Philippine Rehabilitation Act of 1946, which prohibited 
the payment of war damage claims of over $500 until the trade agreement 
was concluded. It lent additional credibility to the claim, that the Trade 
Act was forced on the Philippines. 

5) Finally, and perhaps of greatest significance, the act continues 
prewar free trade relations until 1954. After that date, tariffs will be imposed 
in both countries at an annual increasing rate of 5 per cent of the existing 
duty. Full duties will be in force by 1974. Why this provision should present 
any real problem to the Philippines is perhaps not readily discernable. But 
it was free trade, dating from 1909, which tied the islands’ economy so 
closely to the United States, for it made the highly specialized export trade 
possible. It was profitable for the Philippines to concentrate on the produc- 
tion of such cash crops as sugar, coconut, hemp, and tobacco and to purchase 
manufactured goods from the United States. So one-sided was the islands’ 
economy that even in relatively stable periods, foodstuffs accounted for 
about 18 per cent of imports.1 

The Trade Act, however, does little towards ameliorating this depend- 
ency. Coupled with the export quotas, the 8 year free trade provisions and 
the gradual rise of duties have assured the old export firms a reasonably 
safe market for some years to come. As a result, capital, which might have 
been diverted into a development program for wider agricultural diversifica- 
tion and industrialization, has been re-invested in the very fields which will 


1 Kate L. Mitchell, Industrialization of the Western Pacific, p. 220. 
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continue to make the Philippines an economic dependency of the United 
States. 

Once entrenched, these producers will resist any change and will likely 
attempt to extend free trade relations after 1954. If this is not done, it will 
be absolutely necessary to make adjustments in the economy in 1974. It 
would have been wiser to have made these shifts in the immediate postwar 
years before any extensive reconstruction of the export industries had been 
carried out and while economic aid and expenditures from the US was 
available in large amounts (estimated at $2 billions). The Philippines, more 
than any other underdeveloped area, had an unusual opportunity for ac- 
celerating her economic development. But, thus far, this has not been done. 

Recent trends indicate a return to the old colonial economy. Agriculture 
and natural resources are still the primary sources of wealth. The expansion 
of industry has been planned but, as yet, not carried out. For despite the 
Trade Act clauses, giving Americans exploitation rights and the financial 
provisions, protecting their capital, private American investments have been 
small. The risks of long term development programs are unattractive, and 
quotas in the quick profit fields, which would attract American capital, have 
closed them to further exploitation. This is a continuation of the attitude 
shown towards the islands during the years of American control, when the 
Philippines were subject to less intensive exploitation than other colonial 
areas. But the need for capital is still the crucial problem of the Philippines. 

The economic position of the new republic has become progressively 
worse. Faced by an increasing import balance of payments, heavy deficits, 
and flight of capital, the government in December, 1949, imposed stringent 
import controls on luxury goods and exchange controls to prevent a complete 
collapse of the economy. Since these measures had been recommended in 
1947 by the Joint Philippine-American Finance Commission,” the Philippine 
government may be justifiably criticized for not applying them earlier. 

As Paul V. McNutt, former Philippine High Commissioner has said, 
“We are responsible for the sole dependence of the Philippines on the 
American market. Our businessmen and our statesmen in past years allowed 
the Philippines to become a complete economic dependency of the United 
States to a greater degree than any single state of the Union is economically 
dependent on the rest of the United States.’ 

The United States cannot afford to dismiss this responsibility lightly. 
The people of Asia regard our intentions toward the Philippines with sus- 
picion; the Trade Act has not lessened that mistrust, nor has the failure to 
effectively aid the islands create a more stable economy. As long as that 
suspicion, no matter how ill-founded, persists, American policy in Asia will 
be in jeopardy. 


2 Report and Recommendations of the Joint Philippine-American Finance Com- 
mission, p. 5. 

3 Philippine Trade Act of 1945, Hearings before the Committee on Ways and 
Means, House of Representatives, 79th Congress, 1st Session, p. 199. 
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The good faith of the United States must be positively demonstrated. 
One such concrete measure would be active participation in any Philippine 
development program decided upon. This can be done through Point IV. A 
second would be the repeal of the Trade Act and the negotiation of a treaty, 
retaining whatever special treatment is temporarily needed for the Philippines, 
but more consistent with the progressive trade measures the United States 
is advocating for the rest of the world. Thus the Philippine Republic would 
gain self-respect as a sovereign nation and be assured that she will achieve 
economic as well as political independence. 


WILLIAM ALFELD 
School of International Affairs 





INDIA’S FOREIGN POLICY: 
The Ideology and the Method 


Article 51 of the.constitution of India reads: 


“The State shall endeavour to: 
(a) promote international peace and security; 
(b) maintain just and honourable relations between nations; 
(c) foster respect for international law and treaty obligations in 
the dealings of organized peoples with one another; and 
(d) encourage settlement of international disputes by arbitra- 
tion.” 


This article pledges India to abide by the decisions of international bodies 
in so far as they be not contrary to her honor and self-respect. This article 
forms the statutory basis of India’s foreign policy. The backbone of the 
present foreign policy is the ideology of the late Mahatma Gandhi. The oft- 
quoted statement of the Mahatma may be cited here: 

“My idea of nationalism is that my country may become free, that if 
need be the whole country may die, so that the human race may live. There 
is no room for race hatred here. Let that be our nationalism. . . . My patriot- 
ism includes the good of mankind in general.”! Nationalism for the further- 


ance of internationalism is the theme of Gandhi's views on political struggles | 


throughout the world. Internationalism is not the formation of interest 


groups or blocs. In a world that is split into two power blocs the task of a | 
true internationalist is to rise above group considerations and bloc-align- | 


1 From “India”: Publication of the Embassy of India, Washington, p. 28. 
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ments. The interests of India or any other peace-loving state do not lie in 
preparing for another war. If a defensive war, like the one in Kashmir,’ 
were forced upon the State the country should do all possible to wipe out 
the evil forces so that peace and security may prevail. In troubled times like 
the present, if an influential power like India were to throw her weight on 
one side or another, there would be very little hope of the prevention of a 
third world war. 

India needs internal improvements. In order to effect these she needs 
peace. She, therefore, is on the side of peace, which is the “side” of the 
neutral powers in international politics. India’s foreign policy may seem 
rather vague to the casual observer, but as Pandit Nehru said in his statement 
to the Indian Parliament on December 4, 1947, “Till the time that India 
has properly evolved her economic policy, her foreign policy would be rather 
vague.”? Neutrality is not a wait-and-watch policy. For India it is a 
necessity. 

The potency of active neutrality, however, was not realized fully by 
the Prime Minister in 1947. Under constant criticism and pressure from the 
second largest political party — the Socialist Party of India — Pandit Nehru 
eventually realized the inherent soundness of the idea of active neutrality. 
Active neutrality, as the socialists visualize it, is not an attitude of turning 
with the wind but is a constructive and positive contribution to the interna- 
ional political scene. The greater the degree of consistency and determina- 
tion, shown by the Republic of India, to pursue a policy of active neutral- 
ity, the deeper will grow the confidence and the respect among the smaller 
nations. 

That is the way towards restoring political equilibrium; by distraction 
of power from two power blocs and the creation of a third force for peace. 
India’s participation in the Commonwealth affairs is with that earnest hope. 
As the Socialist Party says: “India should not do anything that is likely to 
increase the influence of either of these (Anglo-American and the Soviet) 
blocs, but strive to create a third camp of active neutrality and try to expand 
the area of this third camp as far as possible . . . . In pursuance of this 
policy of peace India cannot but take active interest in the UNO... . India 
has so far not played a positive role in the UNO. It has failed to give a 
lead on issues of world significance. It has particularly failed to raise ques- 
tions of social justice and world freedom on the platform of the UNO.”* 

In the light of the above statement and the attitude of the party in 
power, it can be said that both the major political parties in India are agreed 
upon the desirability of the creation of a “third force for peace.” If we 
neglect, for our purpose, the critical portions of the socialist statement on 
India’s foreign policy, we can safely draw the conclusion that India, like 


2 This is merely the statement of the Indian point of view. 

3 From Government of India Information Services Release No. 3594; kh: 1947. 

4 “Socialist Approach to Foreign Policy’: published by the Socialist Party of 
India, pp. 9-11. (1948). 
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the United States, is following a bi-partisan foreign policy. This is quite 
natural for a country whose primary interest lies in the reform and reorgan- 
zation of her internal structure. The recent speech of Prime Minister Nehru 
at Columbia University explained clearly the deep-rooted significance of this 
bi-partisan concept of active neutrality. 

The question remains, is the machinery devised by the External Affairs 
Ministry adequate to implement a more “‘positive” foreign policy? I believe 
not. India’s Delegation to the UN is extremely understaffed, and the same 
is true of the UN division at the headquarters in New Delhi. India needs 
an expansion of the UN division in the External Affairs Ministry. Unlike 
the United States, she does not need the best army, navy, and air force to 
support her foreign policy, although the perils on India’s frontiers are de- 
cidedly greater and of a more urgent nature than those on the frontiers of 


the United States. The recent trend towards increased expenditure on mili- | 


tary equipments and defense in the Indian Budget is regrettable. India’s best 
weapon is the moral weapon, the weapon by which the masses all over 
the world may be led to victory and to peace. 

If the claim of India to moral and spiritual leadership of Asia and 
ultimately the world is to be justified, a greater degree of concentration on 
the UN affairs is necessary. Upon the fate of an international organization 
of the stature of the United Nations, depends the fate of peace; upon the 
“third force” depends the fate of the United Nations; and upon India’s 
foreign policy depends today, to a very great extent, the fate of the move- 
ment for a “third force’’ for peace in Asia and the world. 


RAMMOHAN SHAH 


Student from India 
School of International Affairs 





LETTER FROM DENMARK 


The writer is a university student and correspondent 
for the Danish newspaper Aarhus Amtstidende. 


In 1948, at year’s end, the problem arose whether our Scandinavian 
countries should form a military union of our own, or join discussions 
about the not yet formed North Atlantic Pact. Our hopes of a new, united 
world had failed, and we had to reconsider our old policy of neutrality. 
After the Communist coup in Czechoslovakia in February, the moral con- 
flict between East and West reached its culmination for us. A direct line 
goes from this event not only to the conclusion of the North Atlantic Pact, 
but also to the Scandinavian discussions touching on military union. 
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Sweden, on whose relatively strong military forces the project tem- 
porarily depended, was of the opinion that a Scandinavian military union 
must be neutral and isolated; that it should not have any alliance or agree- 
ments with either the Eastern or Western blocs. United States policy was 
that a neutral union could not get weapons in the same way as the mem- 
bers of the North Atlantic Pact. Norway insisted on having connections — 
military connections — with the Western powers, and did not believe in 
the possibility of neutrality during a new great war. These three attitudes 
decided the matter, and no union was formed. 

The disappointment at this failure was, perhaps, greatest in my country. 
It is important to remember that a Scandinavian union has been the dream 
of many hundred years, and has been discussed many times, but without re- 
sult. This time it looked as if we were nearer to a constructive result than 
ever before. 

Denmark is closely connected with both Norway and Sweden, but our 
war experiences differed from those of the latter, and we followed Norway 
into the North Atlantic Pact. This we did without enthusiasm and with 
heavy disappointment at the failure of the Scandinavian union. 

Naturally it was clear to many of my countrymen that an alliance with 
the Western powers, and especially with the United States and Great 
Britain, Had greater advantages than the smaller Scandinavian union could 
afford, and I think this point of view is shared by many more of my coun- 
trymen now than a year ago. The people regard adherence to the Pact as 
necessary. In this way we could best secure our own independence and 
render our little contribution to the maintenance of peace. 

So much has the second World War taught us: that only force and 
firmness can stop an aggressor. Without the Swedish military force, we 
feared that our country might be the next victim of Russian aggression. So 
we joined the North Atlantic Pact. Still, we do not speak so much about 
war as I think you do, and we do not regard it as inevitable. 

The recent protest of the Danish government against the size of the 
American military mission has been widely misunderstood in your country. 
Some of your newspapers told their readers that this was due to the fear 
of communist criticism. This is not true; the reasons were largely economic, 
and we felt the mission was just bigger than need be. I just tell you this, 
because I do not want you to get the false impression than my country 
joined the North Atlantic Pact and still wants to be neutral. We trust you; 
you must trust us, too. 

It is important, too, to emphasize that the Danish people did not think 
that by joining the North Atlantic Treaty nations they took out insurance 
for security under all circumstances. We entered the Pact primarily because 
of its preventive character. For the Danish people it is most important 
that the Russians now know that if they attack our country they will im- 
mediately be at war with the powers of the Atlantic Pact. We know that 
if war comes the Allied forces are at present unable to defend our territory. 
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But the Russians will not think that there would be no risk at all in such 
an attack. They cannot now misunderstand our position — and by “our” I 
mean all the western nations, above all your country on whose force the 
independence of my country is dependent. 


NIELS JORGEN HAAGERUP. 





THE NATIONAL SECURITY COUNCIL: INTEGRATION 
OF AMERICAN FOREIGN POLICY 


The formulation of foreign policy today is not only the concern of the 
President, aided by the Department of State, but also of the entire execu- 
tive branch of the Government. Within the Executive Office of the Presi- 
dent, numerous interdepartmental agencies have been established for the 
sole purpose of advising the President. One of these advisory agencies is 
the National Security Council. This body is especially designed to assist 
the President in the coordination and integration of various aspects of for- 
eign policy. The National Security Council has replaced a number of War 
Committees established to coordinate the foreign and military policies of 
the United States in World War II. These committees, periodically meet- 


ing in an informal status, made significant contributions in the coordination | 


of interdepartmental policies for Japan and Germany. A unified plan of 
action on complementary problems of national security, defense, and the 
effective use of the military services in fulfilling our vast international com- 
mitments was provided. 

There is an obvious need in peacetime for a correlation of American 
foreign policy with the military and economic branches of our government. 
As a result of a study on unification Mr. Ferdinand Eberstadt, a civilian 
member of the Navy Department, advised Secretary of the Navy For- 
restal that there existed a “serious gap between our foreign and military 
policies.” Mr. Eberstadt later recommended to the Armed Services Com- 
mittee that the passage of legislation creating the NSC would be the ‘‘most 
significant congressional enactment in our history.” The National Security 
Act 1947 embodying the National Security Council became law on July 26, 
1947. The function of the NSC was to advise 

“, . . the President with respect to the integration of domes- 

tic, foreign, and military policies relating to the national security 

. .. SO as to . . . cooperate more effectively in matters involving 

the national security.’”! 


1 Public Law 253, p. 496. 
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Through this function the NSC has become the “anvil on which basic, 
overall, long range policy is hammered out.” In such a manner the adminis- 
trative burden of coordinating and reconciling the numerous diverse na- 
tional interests, gained through the advice and opinions of all pertinent 
policy makers of the many government agencies, tends to guarantee the 
national security of the United States.2 As an advisory body and high-policy 
planning staff of the President, the NSC does not, and has not, during the 
two years of its existence, in any way infringed upon “the operating re- 
sponsibilities of the various departments and agencies in carrying out 
policies approved by the President.’"* The NSC is also designed so as not 
to provide the President, and indirectly the Secretary of State, with a pro- 
tective coating against the many external pressures which might be brought 
to play in a decision regarding foreign policy. 

The National Security Act 1947 established the NSC with seven 
permanent members: the President, the Secretary of State, the Secretary 
of Defense, the Secretaries of Army, Navy and Air Force, and the Chairman 
of the National Security Resources Board. The disproportionate represen- 
tation of the NSC favoring military men became the major objection shortly 
after the passage of the Act in 1947. The Hoover Commission viewed 
with alarm such a composition of the NSC. However, the Task Force Re- 
port was of the opinion that “‘the real danger appears to be potential rather 
than immediate.” Mr. Patterson, former Secretary of War, argued that 
the position of the Secretary of Defense was weakened by the fact that his 
three subordinates had an equal voting status with their chief on the NSC. 

On August 10, 1949, Congress amended the Act; the composition 
was radically changed. It provided that the NSC be composed of (1) the 
President, (2) the Vice-President, (3) the Secretary of State, (4) the Sec- 
retary of Defense, (5) the Chairman of the NSRB, and (6) others when 
“appointed by the President by and with the advice and consent of the 
Senate, to serve at his pleasure.’ The three armed services were eliminated 
from the NSC. The composition of the NSC had been widely discussed 
both within and without the Government. The law, as amended, does not 
facilitate a flexible framework within the executive administration, because 
it specifically states that the Secretaries of the executive departments, the 
Chairman of the Munitions Board and the Chairman of the Research 
Development Board shall serve only “when appointed by the President by 
and with the advice and consent of the Senate.’ This stipulation goes con- 
trary to the Hoover recommendations that Congress enact ‘general enabling 
legislation which will provide a flexible framework within which the Pres- 
ident can act.” 

A constructive change within the membership was instituted with the 


2 Lay, James S., Jr. “The National Security Council.” American Foreign Serv- 
ice Journal, March 1948, p. 7. 

3 Hearing: Sub-committee on Commmittee on Appropriations. H.R. 6771, p. 178. 

4 Public Law 216, 81st Congress, 1st Session. 
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inclusion of the Vice-President and the exclusion of the armed services 
Secretaries. In his present capacity, as member of the NSC, the Vice-Pres- 
ident can readily assume the position of liaison between the executive and 
legislative branches of the Government. A further advantage gained by 
having the Vice-President as a statutory member of such a high policy 
planning committee is that he will be participating in high foreign policy 
decisions. Undoubtedly the choice of Vice-President will be more carefully 
scrutinized at party conventions because he now holds an important posi- 
tion within the executive department. 

The coordination of the duties of the NSC and the general direction 
of the Central Intelligence Agency, serving as a staff organization co- 
ordinating all intelligence reports for NSC, is facilitated by a talented and 
resourceful staff of thirty-one members headed by the Executive Secretary. 
The NSC staff is organized into three general categories: the secretariat, 
the staff members, and the consultants. 

* * * 

The conduct and final decisions in the field of foreign affairs are the 
ultimate responsibility of the President. The central responsibility for the 
formulation of foreign policy, by tradition, has been the prerogative of 
the Department of State. The rise of the NSC has been viewed as the 
usurpation of the prerogatives enjoyed by the Secretary of State and his 
department. However, Senator Gurney stated that the position which the 
Secretary of State maintains on the NSC “will remain as his most impor- 
tant duty.” The need for the NSC working in harmony with the Depart- 
ment of State is that at present there are at least 46 out of 59 departments, 
agencies, boards, commissions and interdepartmental councils of the execu- 
tive branch participating in the conduct of foreign affairs.5 The conception 
that foreign affairs should be conducted solely by the State Department is 
illusory. The activities of the NSC integrating, coordinating, and assess- 
ing has aided the Secretary of State. Lastly the originating, drafting and 
writing of the policy papers remains the greatest task of the Council’s staff 
which include numerous State Department officials. 

To date the role of the State Department has been satisfactorily safe- 
guarded. The Hoover Commission reports that the State Department testi- 
fied that the work of the Department has been more effectively performed 
through coordination and integration. One major criticism of the NSC has 
come from the Research and Policy Committee of the Committee for Eco- 
nomic Development. It recommended that three full-time civilian members 
be added to the permanent members of the NSC. These civilian members, 
one for public information, one to safeguard individual liberties, and one 
to become a general assistant to the Chairman of the NSC, should be men 
chosen for “breadth of experience and outstanding judgment.’ The addi- 


5 Task Force Report on Foreign Affairs (Appendix H), p. 42. 
6 Committee for Economic Development, “Civilian Control or Militarism?” 
U. S. News and World Report, December 23, 1949, p. 38. 
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tion of three members responsible only to the President might easily put 
them into a position where the Council would be dominated by personal 
acquaintances of the President. It should be remembered that the present 
members of the NSC are responsible officials who at all times answer to 
the President and to the Congress. 

One sound suggestion was made; that a better balance should be ar- 
rived at between secrecy and disclosure of information which in all probabil- 
ity would give the public a better and sounder basis for “exercising respon- 
sibility without impairing the administration of security’ regulations. There 
is no doubt that the preponderance of overclassified material is unneces- 
sary. This fact is clearly brought out by the obscurity of the role of the 
National Security Council to the public, in the formulation of foreign 
policy. The average person in America still feels that the NSC is in some 
way connected with the United Nations. If our foreign policy is to re- 
ceive, as it should, the full support of the American people so that isola- 
tionism can be abandoned forever, the government is obliged to enlighten 
its citizenry. Proper safeguards of secrecy should be maintained, but im- 
proper secrecy should not work to the detriment of the United States. 


PETER F. BRESCIA 
School of International Affairs. 





THE GERMAN-POLISH BOUNDARY 


During and between the two World Wars, Germany’s expansion to 
the east led her into boundary disputes with Poland. In the Second World 
War, she re-annexed the Polish Corridor, Posen, and Upper Silesia. She 
then controlled all the territory which had separated her from East Prussia. 
By 1945, however, the Soviet armies had advanced far into pre-war Ger- 
man lands, and had turned over to Poland the administration of the entire 
area east of the Oder and Neisse Rivers, in order to help allay Polish dis- 
content over the imminent loss of the valuable Lwow area in the east to 
the Soviet Union. 

At the Potsdam conference, the victorious Powers agreed that the area 
should be temporarily assigned to Poland, but that the final boundary be- 
tween Germany and Poland should be defined in the peace treaty. They 
also agreed to the repatriation of German minorities in the area to non-dis- 
puted German lands farther west. For this reason, and because of the 
complete control over the area by the Soviet-dominated Polish regime, that 
government and Russia declared that they considered the Potsdam agree- 
ment to be the final boundary decision. Since that time, the Soviets have 
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resisted all efforts of the Western Powers to discuss the boundary or to 
formulate a peace treaty for Germany. 

Poland, besides being obliged to support Russian wishes in respect to 
her western boundary with Germany, also wishes to be compensated for 
territory which Russia has taken from her in the east; in addition, the 
Poles feel that these lands are necessary to Poland’s economic recovery 
from the German destruction. The Russian-dominated East German 
government has endorsed the Russian and Polish position, but West 
German leaders argue that with their population increased by repatriation, 
and with one-fourth of their arable land and one of their two valuable in- 
dustrial areas removed, Germany will be doomed to permanent economic 
chaos. Czechoslovakia presented an historical claim for some of the south- 
ern parts of disputed Silesia; she assured Poland of her support, however, 
as soon as the Communists took complete control of her government. 





The United States and Great Britain maintain that the Oder-Neisse | 


boundary is not permanent. They believe that the existing agreement may 
lead to a rise of German irredentism, and that therefore the boundary, while 


giving some compensation to Poland for her war losses and territorial losses | 


to Russia, should be somewhat to the east of the present Oder-Neisse line. 
The United States has consistently refused to consider boundary questions 


except in relation to their inclusion in the final peace treaties. France’s | 


policy has been to support measures, including territorial losses in Ger- 
many’s east, to keep Germany as weak as possible, but at the same time, 
she has decided to keep in the good graces of the other Western Powers 


by refusing to support the Oder-Neisse line. Russia apparently sees the | 


Polish control of the disputed territory as an extension of direct Communist 
influence in central Europe, as well as a substitute for the lands formerly 
controlled by Poland in the east. Her policy has been to rebuff all efforts 
to effect a change in the present arrangement. 

The boundary settlements arrived at during the Potsdam Conference 


are being frozen into permanent decisions by more or less irrevocable acts, | 


such as the expulsion of most of the resident population from Germany’s 
eastern provinces. Some repatriation of Poles from Germany has been tak- 
ing place, but it is small in proportion to the number of Germans who 
have been transferred from the Polish-administered areas into Germany. 


The final outcome of the two-way transfer, a substantial net increase | 
in German population which would live in a Germany much reduced | 
in size (if the Oder-Neisse line prevails), presents serious economic | 
and security problems for the victor states. If the Oder-Neisse is accepted | 


as the final boundary, it will be difficult — practically impossible — to 
advance any solution to Germany’s economic dilemma, without an indus- 
trialization program even more diligent than before World War II. Oa 
the other hand, the cession of the East Prussian area to Poland, althougi) 
it has been inhabited mainly by Germans, would eliminate the Corridor, 
the issue which was one of the starting points of the last World War. 
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The economic arguments for uniting the entire Upper Silesian industrial 
area under Poland are strong. 

Until the Soviet Union finds it expedient to change her pclicy of 
refusing to consider the possibility of a German-Polish boundary change, 
the problem remains a Soviet problem rather than an international one. 
The Soviet Union now includes the whole of China and Eastern Europe, 
and a good part of Central Europe, within her sphere. Poland historically 
has been antagonistic toward her. It is not completely impossible that Rus- 
sia's western neighbor might take advantage of the necessary Russtan disper- 
sion of resources or of her preoccupation with the inevitable resistance move- 
ments in areas geographically far from her supervision, to offer a grevt 
amount of nationalist and/or anti-Communist resistance. If this resistance 
should lead to a weakening of Soviet control over Poland, or even over 
Central and part of Eastern Europe, then the Western nations could again 
consider approaching Poland and Russia for a reconsideration of the 
houndary. 

However, Polish leaders must be awate of the fact that if they take 
any step leading away from Soviet control and support, Western support 
might have to be paid for with an agreement to move the German boundary 
eastward. This may be a factor in turning Polish nationalists away from 
such a step. Moreover, if the Western powers were to agree not to change 
the boundary, it would endanger their position in the West German 
Republic. 

The practical approach to the problem under the present circumstances 
seems to be first of all to recognize that Poland is now in complete control 
of the area, and will continue to be in control unless military force should 
be directed against her, which action might very easily involve us imme- 
diately in war with Russia. Not only have Russia and Poland a treaty rec- 
ognizing the Oder-Neisse as the western Polish boundary, but last Novem- 
ber Soviet Marshal Rokossovsky announced that henceforth the Russian and 
Polish armies would fight together as a unit. Assuming that we do not 
at present wish to fight Russia, it may be wise to accept the fast accompl, 
inasmuch as all attempts at negotiation have failed. 


JOYCE MARSHALL 
School of International Affairs 
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BOOK NOTES 


PIVOT OF ASIA, by Owen Lattimore. 
Little, Brown & Co. 288 pp. $3.50. 


If Pivot of Asia has been read in the 
Kremlin, then Owen Lattimore, alleged- 
ly Russia's “top espionage agent in 
America,” is now regarded by Mr. Beria’s 
headhunters and the Politburo as an “un- 
reliable element” and a “right-wing 
deviationist and Trotskyite’’—at the 
very least. There is nothing in this book, 
so far as the reviewer can discern, to 
indicate that its author adheres to the 
principles of Marx and Lenin. If Mr. 
Lattimore is a “communist,” and that is 
not impossible, then he has concealed 
his true sentiments with remarkable in- 


genuity. 
China’s Sinkiang province is “the 
pivot,” geographically remote from 


Washington, D. C., but far more impor- 
tant to present global strategy than one 
might at first suspect. Much of Sinkiang’s 
present significance derives from its very 
location: China proper, Tibet, India 
(Kashmir), Afghanistan, and the Soviet 
Union are its neighbors. 

Sinkiang assumed a new and greater 
importance to the United States as a 
result of the political changes wrought 
by World War II. This province of In- 
ner Asia is no longer “a remote land 
about which we know and care little.” 
It is now “a vital pawn buffeting be- 
tween two great empires,” one of which 
is itself hesitating precariously between 
a choice of East or West. 

The ethnological problem complicates 
the study of Sinkiang far more than it 
complicated the study of most Western 
countries. Borders in this area are still 
ill-defined. The mingled co-existence of 


Moslem and non-Moslem members of the 
numerous and various ethnic groups 
complicate almost immeasurably the con- 
flicting nationalisms as well as the whole 
of the political problem. Professor Latti- 
more, a life-long student of Inner Asia 
and especially, of the non-Chinese peoples 
who compose the overwhelming major- 
ity of Sinkiang’s population, is eminently 
well-equipped to present the subject. 

Every facet of this highly composite 
problem — Sinkiang vis-a-vis the Great 
Power struggle and Sinkiang in its set- 
ting in Inner Asia— past, present, and 
future, receives adequate attention. The 
completeness of coverage is impressive. 

The final chapter, “At the Crossroads 
of Inner Asia,” hazards a few somewhat 
indirect predictions. If the earlier chap- 
ters are saved from criticism by ‘“‘acade- 
smic immunity,” this one will offer an 
ample target to readers as well as te- 
viewers. From it emerges the thesis of 
the book, woven from some strands al- 
ready familiar to those who read Situa- 
tion in Asia, Professor Lattimore’s last 
hook 

1.) “Sinkiang, in its pivotal position 
in the heart of Asia, will most rapidly 
transmit to India, Pakistan, Afghanistan, 
and Iran the news that passes from mouth 
to mouth where few people read or hear 
the radio—news of the meaning of 
great political changes in China.” 








2.) “If statesmen were efficiency en- | 


gineers . . . a very good case could be 
made for annexing parts of Sinkiang to 
the Mongolian People’s Republic and to 
the Kazakh, Kirghiz, and Tajik Repub- 
lics of the Soviet Union... .” 

‘.. . The natural orientation of Sin- 
kiang is toward Mongolia and the Soviet 
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Book Notes 


Union. . . . On the other hand, the ma- 
terial and sentimental interests of China 
in Sinkiang, though they have been much 
abused, are real; and so are the interests 
of Sinkiang in its connection with China, 
if this connection is wisely handled.” 

Pivot of Asia is not a definitive work. 
It is, however, a well-proportioned com- 
bination of careful scholarship and great 
enough appeal for popular acceptance. 
The content is more current than _his- 
torical. Unlike Situation in Asia, this 
book is adequately footnoted. On the 
other hand, it contains no bibliography 
and the map on the inner cover appears 
to have been drawn more for aesthetic 
than academic reasons. But Professor 
Lattimore’s work as a whole is a very 
significant contribution to a relatively un- 
explored and unpublicized subject. It 
sheds much light on cold war interna- 
tional politics and Inner Asia—and on 
Owen Lattimore. 


RICHARD T. NEWMAN 





THE DILEMMA OF THE IDEALIST, 
by David Bryn-Jones. The Macmillan 
Co., 278 pp. $3.00. 


In today’s troubled world, any book 
which seeks to provide a “guide for the 
perplexed” or stimulates the reader to 
search for answers to such universal hu- 
man problems as viable international 
cooperation or the elimination of war, 
certainly deserves the attention of the 
student of international affairs. 


Professor David Bryn-Jones, minister, 
author of the biography of Frank B. Kel- 
logg, and presently professor of Interna- 
tional Politics at Carleton College, Min- 
nesota, analyzes these problems. His an- 
alysis is made in terms of his philosophic 
stand, the development of which encom- 
passes the major portion of his book. 

The dilemma of the idealist, accord- 
ing to Professor Bryn-Jones, is the ever- 
present necessity to compromise with the 
non-idealistic world around him. Or, as 
it might be called, it is the adjustment 
of theory to reality —a process vital to 
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the survival of any theory, and yet prob- 
ably the most challenging problem con- 
fronting the practical social scientist of 
any age. Should one compromise with 
reality, and if so, how far can com- 
promise go without becoming opportun- 
ism? Can the kernel be preserved if the 
shell is discarded? To pose the problem 
in these general terms is to answer it. 

The very practical problem, however, 
of delimiting the extent of possible com- 
promise, and evaluating the absolute 
vis-a-vis the compromise position in the 
political world remains a crucial ques- 
tion. It cannot be solved schematically 
or by restating the familiar idealist posi- 
tion that “means must always be judged 
in the light of the end and must, in the 
last resort, be compatible with it.” 

Unfortunately, the author’s discussion 
is limited to an analysis of the dilemma 
confronting the Christian pacifist, whose 
goals are the ethical principles of the 
Sermon on the Mount, but yet who wishes 
to function effectively in the world of 
politics. It would seem that a considera- 
tion of the dilemma facing the numerical- 
ly stronger radical-idealist wing of poli- 
tical society should also have been dealt 
with in order to present a more com- 
posite picture. 

Professor Bryn-Jones concludes that the 
absolute pacifist position of uncom- 
promising opposition to war and to any 
effort of society remotely connected with 
it, is untenable. Yet, we are told, it is 
important that the extremist position 
should be taken by some (a small minor- 
ity, to be sure!) and tolerated by society, 
in order to impress the imperfection of 
the majority position upon the conscious- 
ness of the compromiser. Applied to the 
problem of war, this means that the 
“practical idealist’ could approve of war 
if, through it, he might bring the Ser- 
mon on the Mount nearer to realization. 
At the same time, however, we are told, 
he must never lose his “sense of sin” over 
participation in an action causing destruc- 
tion of human lives; moreover he should 
never delude himself into believing in a 
“righteous war.” 

Worthy as this purely Christian pacif- 
ist position on the question of war 
might possibly be, it can hardly be the 
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guide to policy which Professor Bryn- 
Jones hopes to make it. As the author 
openly admits, it presupposes subordinat- 
ing considerations of power and raison 
d'état to principles of Christian morality 
and ethics —a condition sorely lacking 
in the world of today. 

Nevertheless, The Dilemma of the 
Idealist is a lucidly stated examination 
of some of the central problems of prac- 
tical politics, especially international af- 
fairs, and its message may be a healthy 
antidote to the many purely materialistic 
treatments of the subject. 


LEO LAUFER 





AMERICAN POLITICS AND THE 
PARTY SYSTEM, by Hugh A. 
Bone. McGraw Hill, 777 pp. $5.50. 


American Politics and the Party Sys- 
tem was written specifically as a textbook 
for courses in political ‘science. It is 
particularly well suited for introductory 
courses in American politics but would 
also be excellent reading for any poli- 
tically conscious citizen who desires a 
methodical presentation of politics and 
parties as they are today. 

As the name of the book implies, Pro- 
fessor Bone concerns himself mainly with 
the relationship between the political par- 
ties and the body politic. The emphasis 
is on the roles of the individual citizens, 
of the office holders, and of the political 
organizations, in the business of govern- 
ment. 


Our form of government was estab- 
lished by law, and many of the basic 
forms are embodied in the Constitution, 
but little provision was made for the 
methods by which the government was to 
be staffed, except for the mechanics of 
election. The Founding Fathers were 
rather vague about political parties, but 
many of them seem to have hoped that 
American politics would be non-partisan 
in character and devoted only to the gen- 
eral welfare. These sentiments were noble 
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but unrealistic and so, by trial and error, 
improvisation and innovation, the Ameri- 
can nation evolved the party system which 
it has today. Bone traces this develop- 
ment, and in the presentation uses much 
anecdotal material so that the history is 
entertaining reading as well as source 
for facts. 


The book is calculated to arouse an 
interest in politics and to provide infor- 
mation on the whys and wherefores. 
It is in some respects, a definite attempt 
to lure students into the profession of 
practical politics. Bone argues that, al- 
though there are many examples of cor- 
ruption in politics, it is by no means a 
degrading profession and that there is 
a need for active participation by edu- 
cated people trained in research and “‘the 
pursuit of truth.” He also argues for a 
broader political education for all citizens. 
Bone is a liberal; he speaks of demo- 
cratic capitalism and democratic social- 
ism; he has faith in democracy but says 
that democratic politics must be prag- 
matic and that democracy must be posi- 
tive rather than negative. This of course 
is no new observation, but it is good to 
have it reiterated. 


It is true that those who by virtue of | 


education would appear to be best suited 
for an intelligent and dedicated career 
have too often ignored politics except 
‘academically. Professor Bone may, how- 
ever, have placed just a little too much 
faith in education as a cure all for poli- 
tical ills. A college degree is no absolute 
guarantee of virtue. 


PAUL BERGESEN 


THE AMERICAN PEOPLE AND FOR- 
EIGN POLICY, by 
Almond. Harcourt, Brace & Co. 
269 pp. $3.75. 


National characteristics and morale are 


Gabriel A. | 





important elements of national power but | 


elude efforts to measure or determine 
the part they play in international polt- 


Book 


tics. Y 
cially 
officia 
and e 
reckor 

In 
Policy 
the O 
Unite: 
and ft 
Institi 
made 
of th 
tempt 
the I 
which 
are th 


He 
marka 
server 
and n 
servat 
anthro 
Amer 
interv 
ance-i 

Poi 
most 
one ¢ 
unstal 
alyzes 
eral 
Unite 
rived 
mood 


Th 
defin: 
the c 
effect 
ilizin, 
mood 
and ; 
can | 
opens 
to be 

W. 
a8 Of 
foreis 
the { 
this | 





rs 


ri- 
ch 
/p- 
ch 


rce 


SEN 


OR- 


Co. 


are 





but | 


nine 
oli 


| 


Book Notes 


tics. Yet they are important factors, espe- 
cially in a democratic country, with which 
officials responsible for the formulation 
and execution of foreign policy have to 
reckon. 

In The American People and Foreign 
Policy, Dr. Almond, once an official of 
the Office of War Information and of the 
United States Strategic Bombing Survey, 
and now a staff member of the Yale 
Institute of International Studies, has 
made a great contribution to this aspect 
of the literature in the field by an at- 
tempt to analyze the national character of 
the United States and the manner in 
which various parts of its foreign policy 
are thereby affected. 


He starts historically by showing a re- 
markable “consensus among foreign ob- 
servers as to American characteristics” 
and mentions interpretations of these ob- 
servations as made by certain American 
anthropologists. An ambivalence in the 
American character such as withdrawal- 
intervention, optimism-pessimism, _ toler- 
ance-intolerance is shown. 

Pointing out that “the orientation of 
most Americans toward foreign policy is 
one of mood, and mood is essentially an 
unstable phenomenon.” Dr. Almond an- 
alyzes the foreign policy attitude of sev- 
eral independent organizations in the 
United States, shows the consensus ar- 
rived at, and indicates how moderate 
moods could have serious consequences. 


The book does not purport to be a 
definitive analysis but one according to 
the criteria used. Dr. Almond adds “an 
effective campaign directed toward stab- 
ilizing and articulating foreign policy 
moods requires thorough investigation 
and analysis before objectives and means 
can be established. The present analysis 
opens the problem for discussion.” It is 
to be hoped that this will be the case. 

With the United States existing today 
as one of the two superpowers and its 
foreign policy a determinate factor in 
the future of the world, the value of 
this book is evident. 


RUDOLPH GRIMES 
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THE POLICE STATE, by Craig Thomp- 
son. E. P. Dutton & Co. 248 pp. 
$3.00. 


There can be little doubt that Mr. 
Thompson spent a long time in the Soviet 
Union as a Time-Life correspondent, but 
his revuision with the Soviet System has 
forced him to give a polemical and one- 
sided picture of its defects. 


From the very first chapter the author 
forces everything he saw and heard into 
this one-sided interpretation. He presents 
a broad and completely anti-Soviet view 
of its history, theories and practices with- 
out any allowances for his own errors or 
for alternate analyses. 


As is always the case with a book by 
someone who has been in the Soviet 
Union within the last five years, any 
personal experiences can be useful to the 
students of the Soviet system. But the 
respect the reader may have for the 
author's experience is greatly lessened by 
the general bias Mr. Thompson displays 
in his assumption of fact and in his in- 
terpretation of history which is not com- 
monly accepted by reputable western his- 
torians. 

For instance, he repeats, without any 
qualifications or further proof the charge 
that in 1917 Lenin was a paid German 
agent, which W. H. Chamberlain, in his 
definitive work on the Revolution pub- 
lished almost twenty years ago, took pains 
to refute. Of course, this one example 
does not make a complete case against 
the whole book, but it provides a clue 
to the slipshod historical preparation of 
the author before analyzing a system 
which he judges so unyieldingly. 

However, there are some thought- 
provoking parts of the book. The most 
interesting is the analysis of the Com- 
munist propaganda methods. This an- 
alysis displays a keen insight into some 
of the tactical problems facing the op- 
ponents of the Cominform and its pro- 
paganda. Also worthy of consideration 
are the description of the judicial system 
in operation and the outline of the sys- 
tem of education. 

In general, the book, if read with the 
realization that the author is neither im- 
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partial nor particularly well-informed, 
can add slightly to that mass of un- 
co-ordinated personal observations upon 
which Soviet isolation forces our scho- 
lars to rely. 


WARREN D. WOLFE 


THE COMING DEFEAT OF COM.- 
MUNISM, by James Burnham. The 
John Day Company Inc. 278 pp. 
$3.50. 


The average American, finding him- 
self beset by the multitude of problems 
arising as a result of the U. S.-Soviet 
struggle, is extremely desirous of finding 
an understandable interpretation for as- 
sembling the day-to-day facts in some- 
thing approaching a coherent order from 
which conclusions as to the right for- 
eign policy can be drawn. 

Mr. Burnham attempts to provide such 
a solution. He lays down a set of 
premises which he considers essential to 
U. S. policy and then proceeds in a 
logical manner to his deductions. Accord- 
ing to him, U. S. foreign policy is at the 
present time based on a mass of fallacies. 
The United States, despite the formal 
absence of hostilities, is actually at war 
with the Soviet Union. All American 
policies, therefore, should be part of a 
consciously planned program to contract 
persistently the area of Communist domi- 
nation and to undermine its principal 
bastion of strength in the Soviet Union 
proper. 

The present policy comes in for a full 
round of condemnation in that it is a 
refusal to face up to crucial decisions, 
and to think through a program of ef- 
fective positive action. It reflects a state 
of mind which is willing to drift, to 
improvise piece-meal solutions for prob- 
lems after the Soviet Union has seized 
the initiative in creating them. The United 
States is pictured as lackadaisically frit- 
tering away position after position of 
political strength apparently confident 
that 
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“Whatever happens we have got 

The hydrogen bomb and they have 

not.” 

Mr. Burnham succeeds in striking sev. 
eral telling blows against the concept of 
negatively ‘‘containing’’” Communism. The 
impression is given, however, of an over. 
statement of the case, of the use of logic 
to arrive at positions that do not always 
appear so logical. Cooperation with the 
“third force’ governments of western Eu- 
rope is deprecated as being warp and woof 
of the whole decision to avoid decisions, 





In its place is recommended collabora. 
tion with Charles de Gaulle. At the same 
time the author categorically states, on 
page 187, that the furtherance of anti- } 
communistic programs cannot be aided by | 
enlisting support from elements likely to 
alienate the ranks of European organized 
labor. } 

In reading his recommendations, it is 
difficult to share the author’s bland op.- 
timism that they can be effectively im. | 
plemented without provoking a formal 
military clash with the U.S.S.R. Mr. 
Burnham is convinced that the weakness 
of the present Soviet power position vis-a- 
vis the United States will ensure that the 
politburo will refrain from a shooting 
war while American policy pushes them 
back into their own end zone. He is posi- 
tive that despite present shortcomings and 
future difficulties, the organized force of 
American policy will be able, without a 
war, to secure the abject renunciation of 
the goals of Marxist policy by a divided 
and demoralized Soviet ruling elite of, 
say, 1959. 


ROBERT W. SCHLECK | 


DECISION IN GERMANY, by General 
Lucius D. Clay. Doubleday & Co. 
522 pp. $4.50. 





Personal testaments and memoires are | 
usually disappointing, especially if one 
expects that “now all will be revealed.” 
They are invariably incomplete and usual- 
ly heavily biased, so that no matter how 
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necessary they may be for the record, 
they are singularly unrewarding. Though 
General Clay is not so subject to the 
charge of bias as most, Decision in Ger- 
many is still incomplete, and reveals little 
that is not already known. 

The book covers the period of General 
Clay’s tour of duty in Germany from 
April 17, 1945 to May 15, 1949, first 
as Deputy Military Governor, and then 
as Military Governor. In it he chronicles 
the important events and developments 
during his administration from the first 
confused months of 1945 to the triumph 
of the Airlift and the setting up of the 
West German government. He describes 
the breakdown of four power control, 
the experience of separate zonal adminis- 
tration, and the establishment of Bi- 
zonia; he tells the story of the revival 
of German political activity, and MG's 
methods in making that revival consonant 
with US aspirations and German condi- 
tions. The frustrations of Control Coun- 
cil and Council of Foreign Ministers 
meetings are related with remarkable fair- 
ness and dispassionateness. 

But these things were all covered at 
the time in the newspapers, and the stu- 
dent can find the details elsewhere. Most 
of his material about conditions and de- 
velopments in Germany is to be found 
in the regular MG Reports. At the same 
time he completely ignores the cloudy 
subject of Patton’s departure from Mili- 
tary Government in Bavaria, and glosses 
over frictions and disputes within Mili- 
tary Government. 


One other thing that makes one sus- 


picious of the book is that there is no 
word of adverse criticism for anybody. 
All his colleagues, American and British, 
are “able,” ‘‘conscientious’ and “hard- 
working.” The French and the Russians 
are “understandable,” and where he dis- 
agrees with them he merely states the 
disagreement and his position, seldom of- 
fering criticism of his opponent. 

The book, however, is a convenient 
cursory account of an involved and high- 
ly important period of time. As such it 
will be useful and informative for people 
who have nothing but newspaper accounts 
to rely on. It is beautifully organized, us- 
ing a technique that makes use both of 
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topical and chronological breakdowns. The 
system of footnoting is especially com- 
mendable, the footnotes being located at 
the back ii a columnar breakdown ac- 
cording to subject, date and reference 
(source). 

So far General Clay’s book is the only 
comprehensive coverage of our occupa- 
tion in Germany, and as such it is essen- 
tial reading for the student, and highly 
informative for the layman. 


GEORGE M. SCHWARZ 


OVERTURE TO OVERLORD, Lieu- 
tenant General Sir Frederick Morgan, 
KCB. Doubleday & Co. 302 pp. 
$3.50. 


The student of international relations 
and the specialists concerned with mili- 
tary cooperation should carefully analyze 
General Sir Frederick Morgan’s Overture 
to Overlord. It is the story of Anglo- 
American cooperation in conceiving and 
planning Operation Overlord from the 
viewpoint of an English-based invasion 
of the European continent. As such, Gen- 
eral Morgan’s book deserves considera- 
tion as supplementary reading to General 
Eisenhower's Crusade in Europe and 
Robert Sherwood’s Roosevelt and Hop- 
kins. 

Of the many missions assigned to Gen- 
eral Morgan and his Anglo-American 
military group at Casablanca, one was 
the preparation of a plan for the inva- 
sion of Europe. This vastly complex and 
intricate military plan was later used by 
General Eisenhower for the first success- 
ful large-scale invasion of Europe across 
the English Channel. General Morgan, in 
his meticulous and realistic manner, nar- 
rates the story, beginning with his army 
command in Yorkshire to Eisenhower's 
appointment in January, 1944. 

As COSSAC (Chief of Staff to the 
Supreme Allied Commander, designate), 
he accomplished the gigantic task assigned 
to him under the most difficult circum- 
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stances. The main obstacle was the lack 
of a supreme commander, and, for a long 
time, the lack of an adequate staff. For 
this reason, the problem of obtaining 
adequate troops, landing craft, ships and 
planes for the planned invasion was mag- 
nified. His personal appeal for a supreme 
commander, in October, 1943, to General 
Marshall and President Roosevelt brought 
no immediate result. Nevertheless, Gen- 
eral Morgan’s visit to Washington def- 
initely erased all possibility of General 
Mrashall’s assuming the position of su- 
preme commander. General Morgan re- 
lates that President Roosevelt said “I 
doubt very much if General Marshall can 
be spared.” Thus, General Morgan, in 
Eisenhower's words, was “compelled to 
develop his plan on the basis of a fixed 
number of ships, landing craft and other 
resources.” 

The work reveals how Operation Over- 
lord required the most diligent and de- 
tailed military planning in the annals of 
military operations. Failure would have 
been catastrophic. The author, elaborat- 
ing on the evolutionary development of 
the plan by his Anglo-American staff, 
surveyed the allied front from Spain to 
the Arctic Circle for a possible area of 
invasion. The possibility of an invasion 


through the Iberian peninsula was dis- , 


cussed. General Morgan and his staff 
came to the conclusion that “it was odd 
to discover how poorly the Iberian Penin- 
sula lends itself to the conduct of a 
modern campaign by first-class armies.” 
In order to substantiate that opinion, 
General Morgan claimed that the Iberian 
area lacked roads, railways, and port 
capacities which are the life blood of a 
modern army. 

General Morgan illustrated a deep 
perception of the intricacies of high-level 
politics when he answered the advocates 
of a second front in 1942-43. As obvious 
as it appears, his answer was “that there 
was a little bit more to this invasion 
business than merely driving across the 
Atlantic, changing gear a couple of times 
in England, and then jumping the Chan- 
nel.” 

This book contains significant insight 
to the problems affecting the United 
States as a world power. General Morgan 
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foresees greater cooperation between the 
United States and Great Britain. The 
author claims that the last war put an 
end to the isolationism previously prac. 
ticed by the United States. He comes forth 
with the keen evaluation that “Ameri. 
cans have begun to assume something of 
the burden that the British have borne 





for so long, and maybe they have begun | 


to see the points of many things that 
to most of them have been hidden up 
to now.” 


PETER F, BRESCIA 


BRAZILIAN CULTURE, by Fernando 
de Azevedo. (Translated by William 
Rex Crawford). The Macmillan Co, 
562 pp. (418 photographs) ; $12.50. 


The settlement and growth of Brazil | 


is a segment of Latin American life only 
recently being presented to the bulk of 
North Americans. The present work is 
one of the better attempts by a Brazilian 
to make available in scholarly fashion 


the culture of Brazil. Dr. Azevedo has | 


packed his work with an abundance of 


information and interesting sidelights of | 


Brazilian life, all ably fitted to his main 


theme. 


The few Portuguese settlers who first | 


settled in the country were attracted to 
it by the plentiful supply of brazilwood, 
from which the country drew its name. 
The subsequent history of Brazil can be 
told in terms of the cycles of the various 
booms which brought temporary pros- 
perity, but greatly curtailed progress. Su- 


gar cane, brought from the Madeira Is- | 
lands, was the first attraction, succeeded | 


in a later period by cattle-raising. This 
in turn gave way to successive and tu- 
multuous predominance of gold, then 
diamonds, and finally coffee. During this 
time Portuguese colonizers were not 
numerous, and the burden of their labor 
was transferred to 
brought to Brazil when the native Indians 
proved unsuitable for forced labor. 


Dr. Azevedo’s concern is not to relate | 


the Negro slaves, | 
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the history of Brazil, but to describe the 
culture of a people produced by the mis- 
cegenation of white, red, and black races. 
A knowledge of the far-reaching effects 
of these racial mixtures is absolutely 
essential to an understanding of modern 
Brazil, and its present awakening. Dr. 
Azevedo’s conclusion is, that under Bra- 
zil’s present conditions, nothing has been 
of greater consequence to its coming of 
age as a future major power. 

He also studies Brazil’s development 
in its religious institutions and _ beliefs, 
and its intellectual life — mainly that 
of its outstanding men in the arts and 
sciences. In support of his concept of 
culture, Dr. Azevedo focuses his atten- 
tion upon education, to which he ascribes 
the transmission of culture. Education, 
understandably, was closely hedged 
about by controls, and “‘protected” from 
the outside world, thus tending to hold 
back the extensive development of the 
nation. 

This work is by no means intended 
for divertissement, but rather as a ref- 
erence source of exceptional authority and 
competence. The author's appended 
bibliography is extensive, providing 
source material for the researcher whose 
interest goes beyond the general survey 
to the particular problems. 

The appearance of such a book in the 
United States presents relatively virgin 
soil to American students, who have ex- 
perienced a quickening of interest in this 
“Colossus of the South” which is Brazil. 


ANTHONY V. MARONE 


SOCIALISM, by Paul M. Sweezy. 
McGraw-Hill. 276 pp. $3.50. 


The weakest link in this history, an- 
alysis, and ultimately, defense, of social- 
ism is that for all the erudite fanfare 
of the opening chapter, Mr. Sweezy never 
defines his principal term. The closest 
he comes to it is this weak-kneed equivo- 
cation: “ . socialism means a social 
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system which is differentiated from other 
social systems by the character of its 
property relations.” 

The reader who is not repelled by 
such pusillanimity will, however, be re- 
warded in many ways. The middle sec- 
tion of the book, which is a primer of 
socialist history, is a cogent and intelli- 
gently constructed work, which, drawing 
from many sources, describes and cata- 
logues the movements for social reform 
that have culminated in today’s social- 
ism — or socialisms. Some of these are 
discussed in sections dealing with the 
Soviet Union, England, and Poland. 

An item of interest is added by the 
author’s decided bias in favor of Eastern 
European socialism as opposed to the 
watered-down British system (which, in- 
deed, he claims expired in 1947). The 
presence of bias in a thinking man can, 
as in the case of Mr. Sweezy, be a good 
sign, for it indicates presence of thought. 
Mr. Sweezy’s lucid exposition of Com- 
munist thought today, which he has, like 
a good dialectician, set into the back- 
ground of its historical rise, is sound 
without being dogmatic, fiery without 
being hysterical. 

But for all his clarity, Mr. Sweezy 
leaves some strings untied. He fails to 
explain the familiar pattern, now being 
followed in Poland, of further entrench- 
ing the small peasant through redivision 
of small-holdings, when the ultimate goal 
is collectivization. The process is tech- 
nically described but its rationale is 
neglected. 

From all current reports, Mr. Sweezy 
seems also to underrate the position oc- 
cupied by forced labor in the Soviet 
Union, which he mentions merely as a 
manner of enforcing labor laws; appa- 
rently he equates it with the early capi- 
talist habit of imprisoning debtors. In 
another way, too, the author displays 
an unreasoned bias (and this is the dan- 
gerous kind): he falls into the Marxist 


pit of attributing all discrimination 
against minorities to economic causes, 
and, compounding his felony, brings 


forth the Soviet Constitution as evidence 
that there is no discrimination in Rus- 
sia. This is to overlook the long history 
of anti-Semitism in the Slavic coun- 
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tries, and the many political reasons that 
might urge its incitement. Relying on 
laws as proof of an actual situation is 
too puerile to merit refutation. 


For all its faults, Socialism is worth 
looking into. Its mixture of objective 
and subjective attitudes makes the work 
even more valuable, for it puts the prob- 
lem into relation with events today. 
While reading, it is useful to the reader 
to be aware of the author's permeating 
belief: “The restrictions on liberty which 
are characteristic of Soviet Russia are 
far less symptomatic of the times than 
the crises of liberty in the United States.” 


JupITH LAIKIN 


1. 


OTHER BOOKS RECEIVED 


EUROPEAN History SINCE 1870, by 
F. Lee Benns. Appleton-Century- 
Crofts. 946 pp. $5.50. Third edition 
of a text first published in 1938. 


. THE STUDY OF COMPARATIVE Gov- 


ERNMENT, edited by Jasper B. Shan- 
non. Appleton-Century-Crofts. 330 pp. 
$4.00. Essays in honor of F. A. Ogg 
by his colleagues at the University 
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